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A Banker’s Diary 





SoME critics of Bretton Woods are in the habit of arguing as though the U.S. 
contribution of $2,750 millions to the Monetary Fund would constitute the 
sole source of dollars after the war. Indeed, calculations have 
World been produced to show that, since the borrowing quotas of 
Supply of other countries exceed the U.S. and Canadian contributions, 
Gold and a dollar scarcity is a mathematical certainty. While a dollar 
Dollars shortage may be extremely probable, such an approach to the 
question is a complete travesty of the true situation. It 
completely overlooks the fact that a very substantial redistribution has been 
taking place in holdings of external reserves. Thus, in our August issue we 
pointed out that in 1942 and 1943 the rest of the world had absorbed 23 million 
ounces of gold from the U.S. monetary stock, in addition to current world 
production (outside the U.S.S.R.) of some 48 million ounces. Of this, some 
44 millions was reflected in the increase in the recorded gold stocks of the 
principal countries, as compiled by the Federal Reserve Bulletin, the remaining 
27 million ounces having droppe ‘d out of sight. 

A more recent survey of the position by the National City Bank, which 
takes account also of banking funds in the United States, places an even more 
favourable showing on the position. According to this bank’s calculations, 
between the end of 1941 and June 1944 gold holdings outside the United 
States increased by $3,920 millions (to $14,670 millions) and foreign banking 
funds in the U.S. by $2,430 millions (to $5,930 millions). In other words, 
the gold and dollar reserves of the rest of the system are placed at $20,600 
millions (or only very slightly less than the present U.S. monetary gold stock 
of $20,824 millions). By the end of the year they may reach $22,000 millions, 
without counting foreign-owned American securities or direct investments. 


THESE reserves, unfortunately, are very unevenly distributed. American 
and British war expenditures have resulted in a large increase in the reserves 
of Latin-American countries and of the European neutrals. 


Dollar Latin-American holdings are now placed at some $3,500 
Problem or millions and those of twelve Continental countries at around 
Sterling $6,000 millions. In short, it is claimed that the “ poor ”’ 


Problem ? countries are relatively few ; ‘‘ most countries have enough 
gold and realisable foreign exchange to take care of their 

immediate needs after the war, and many countries have far more than enough.’ 
That does not, unfortunately, apply to our own case. While we may have 
participated to some small extent in the general increase in gold holdings 
outside the United States, the National City Bank itself rightly suggests that 
‘the answer to the question, who needs the money ? comes down mainly to 
great Britain,’ with her special problem of the huge sterling balances built 
up by India and other overseas countries during the war. Thus, there can be 
no doubt that the United Kingdom, and to a less extent the sterling area as 
a whole, will face an acute dollar shortage in the post-war years. But the 
facts about the redistribution of gold holdings do begin to suggest that the 
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central currency problem after the war may not after all be a dollar problem 
so much as a sterling problem. 


EARLY in October, a monetary agreement was signed between this country 
and Belgium which is of special significance as the obvious model for currency 
arrangements in Western Europe during the transition stage 

Anglo- at least. Indeed, it is already known "that negotiations oe 

Belgian a similar agreement with the Netherlands Government have 

Monetary reached an advanced stage. The agreement with Belgium 

Agreement fixes an official rate for the Belgian franc of 176% to the pound, 
this rate not to be varied except after consultation between 
the parties. It also provides for a mutual exchange of credit (for want of a 
better word) up to {5,000,000 or its equivalent, this being additional, in the 
case of Belgium, to the sterling balances already held by residents of the 
Belgian monetary area. Such sterling, however, is made freely available 
for payments throughout the sterling area, and Article 8 of the Agreement 
rather hopefully provides that “as opportunity offers” this country shall 
seek to make it convertible into foreign exchange. The agreement runs for 
three years, subject to three months’ notice by either party, and will be 
reviewed as and when the Bretton Woods plan comes into operation. 

A point of special interest to the City is that the contracting parties agree, 
under Article 6, to “ co-operate with a view to assisting each other in keeping 
capital transactions within the scope of their respective policies, and in par- 
ticular with a view to preventing transfers between their areas which do not 
serve direct and useful economic or commercial purposes.” In a peacetime 
world, this kind of exchange of information, in which the respective banking 
systems will obviously have to play a leading part, is probably the only effective 
means of enforcing that control over disruptive flights of ‘funk ’”’ money 
which is now recognized to be absolutely vital to the maintenance 
of an orderly world exchange regime. While it runs counter to the banking 
tradition of secrecy between banker and customer, it is obviously far pre- 
ferable from the point of view of all parties to the maintenance of a postal 
censorship, which is in any case quite ineffective as a means of enforcing 
exchange control in a peacetime world, when business men at least will be 
free to travel abroad. 


It is to be hoped that this release of Belgian sterling for purchases anywhere 
in the sterling area will not be regarded as a precedent by countries which 
have accumulated vast amounts to sterling during the war, 
Sterling Such as India and Egypt. There are important differences 
Balances between these abnormal war balances and the Belgian sterling, 
Problem over and above the fact that the latter involves comparatively 
moderate sums. For the most part, the Belgian sterling is 
owned by private individuals and firms, and was already standing to their 
credit before the outbreak of war, or at any rate before the German invasion 
of the Low Countries. In relation to countries within the sterling area, 
moreover, this country undertakes to make dollars available for their import 
needs, an obligation which has no counterpart in our monetary relations with 
Belgium. 
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As Sir John Anderson pointed out in his recent Mansion House speech, 
there is no doubt that we shall be able to meet these obligations in a realistic 
way by producing the goods that other countries want. But this is a process 
that requires time. And it depends not only on the productivity of our own 
people, but also ‘‘ upon the recognition by our creditors that they have a 
common interest with us and must collaborate. They must be reasonable 
and not seek to treat war debts on the footing of ordinary commercial obliga- 
tions. Practically the whole of our external obligations incurred during the 
war are to our Allies and associates in the war. We have incurred a debt to 
them, but have they not also incurred some kind of debt to us which they, 
too, can pay, by their confidence in us, which has stood a much sterner test, 
and by their practical co-operation with us?” In other words, some arrange- 
ment is absolutely indispensable for funding these balances and spreading 
their release over a long period of years, though subject to acceleration as 
and when savings in this country once again tend to outrun investment and 
the injection of additional purchasing power is needed to avert unemployment. 

Even this demand puts the matter on far too modest a footing from the 
point of view of this country, since it would imply that we must now abandon 
any hope of a general financial settlement between the United Nations as a 
whole, paying at least some regard to the principle of equal sacrifice put 
forward in the fifth Lend-Lease report. One would be reluctant to believe 
that the financial arrangements hitherto followed, and which have been 
grossly unfair to the United Kingdom in more than one way, must be accepted 
as final. Putting the matter on the lowest plane, our overseas creditors 
would do well to remember, as Lord Catto pointed out, that “if in the early 
years too large a proportion of the value of our exports and services goes in 
liquidation of these debts, then there will be that much less with which we 
can buy the current exports of creditor countries and the rest of the world. 
And that is serious for all, for we are a very important market! In fact, we 
are, and are likely to continue to be, the greatest importing country in the 
world.’ This is a consideration that may cut very little ice during the transi- 
tion stage, when all the world will be scrambling for goods ; but it is a factor 
which other countries should not overlook in their own long-run interests. 


BRITAIN’S external problem after the war is surveyed from an American 
point of view in a new publication of the U.S. Department of Commerce. 
Before the war, it is shown, British countries absorbed an 

British average of 41 per cent. of United States exports, the pro- 


Exports— portion rising to nearly 44 per cent. in some years and never 
a U.S. declining below 37.7 per cent. (in 1933). In spite of Imperial 
View Preference, it is interesting to note, the ratio remained above 


40 per cent. from 1934 onwards, touching 43 per cent. in 1936. 
The report surveys a number of factors on which the maintenance of this 
trade must depend, such as tariff policy (including Imperial Preference), the 
industrialization of many Empire countries, abnormal sterling balances, the 
supply of dollars and the liquidation of wartime controls. The broad con- 
clusion is expressed in the following passage: “‘ Great Britain could reach 
equilibrium in its balance of payments after the war in a number of different 
ways, most of which would have a restrictive influence on world trade. The 
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most obvious means would be to reduce imports, borrow, depreciate the 
pound sterling, or increase exports. The country would prefer to use the latter 
means. Since the United Kingdom has been our best customer, and important 
parts of the British Empire have usually financed an import surplus from us 
by means of an export surplus to the United Kingdom, it could scarcely be to 
our disadvantage to have a high level of imports financed through increased 
exports.’” Two comments suggest themselves : first, increased exports to the 
U.S., matched dollar for dollar by an increase in American exports, would do 
nothing whatever to restore equilibrium in our balance of payments position ; 
secondly, a reduction in U:S. tariffs, though obviously a move in the right 
direction, is on the whole less important to us than that the U.S. should 
remain prosperous. As the Department of Commerce itself showed so clearly 
in its previous study of the dollar problem, American imports rise and fall in 
almost exact proportion to the U.S. income; if America herself gets into a 
slump she will not buy significantly more foreign goods because their price 
to the U.S. consumer is reduced by tariff concessions ; on the other hand, if 
the U.S. national income is at boom levels, she will be a better customer of 
the rest of the world, in spite of her tariff walls. 


IN monetary terms, the financial burden of the Government’s social security 
proposals does not differ greatly from that of the Beveridge proposals. 
Assuming the introduction of the scheme in 1945, the initial 

Finance cost would be £650 millions (against {697 millions), rising to 

of Social {£796 millions in 1965 (against £858 millions) and to {831 

Security millions in 1975. It may be noted that the smaller cost of 

the Government scheme is accounted for almost entirely by the 
lower level of contributions, the monetary burden on the Exchequer or local 
rates being much the same as under the Beveridge plan. In real terms, 
however, the scope of the Government scheme is appreciably smaller, since 
rates of benefit and contribution were calculated by Sir William Beveridge 
on the assumption of a rise of only 25 per cent. in prices above pre-war. It 
is now certain that the actual rise must considerably exceed this. Taking 
an increase of 40 per cent. for purposes of argument, the initial expenditure 
of £650 millions under the Gove rnment plan would represent only £465 millions 
at 1938 prices, or an increase of {123 millions on our actual 1938/9 expenditure. 
The Exchequer share of £352 millions would be equivalent at 1938 prices to 
{252 millions, against {212 millions actual, an increase that could have been 
financed by the addition of 6d. to the income tax. 

On the assumption that the initial cost can be financed out of a total public 
expenditure on goods and services of £2,300 millions, and that taxable incomes 
after the war will total at least £8,000 ailing the new scheme will not prevent 
a moderate reduction in taxes from the present level, which would produce 
some {2,900 millions from taxable incomes of that amount. Since some £500 
millions of the present revenue is derived from E.P.T., however, the scope 
for a lowering of general taxes appears small unless E.P.T. is partially retained 
in the form of some other tax on company profits. On the long view, the 
proposed expenditure is something of a gamble on increased productivity 
from an ageing population. Provided that we can maintain the past rate of 
expansion in the national income there should be no great difficulty, since this 
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would imply a rise in taxable incomes, without inflation, from £8,000 millions 
after the war to about £12,370 millions thirty years later—an increase of 
54.7 per cent., compared with an increase of under 28 per cent. in tot il ex- 
yenditure on social security and of about 58 per cent. in the share borne by 
public funds. It is surely reasonable to hope, moreover, that the rising cost 
of social security will be offset by some contraction in defence expenditure. 


FINANCE OF SOCIAL SERVICES 


(£ millions) 





Present 

1938/9 Commit- New Beveridge 
From : Actual ments Scheme Proposals New Scheme: 
1945 1945 1945 1905 1975 
Contributions * ia ne 121 136 283 (331) 259 
Exchequer (or rates) .. os 212 278 352 (351) 557 
Interest on funds oa ee 9 15 15 (15) 15 15 
342 429 650 (697) 796 831 








*Employers about 40 per cent. of total. 


For the third month in succession, clearing bank deposits in September 
showed an expansion considerably greater than in the corresponding month 
last year. On the assets side, a feature was the further reaction 


Rapid in advances, leaving this item only £2 millions higher on the 
Expansion year (as compared with {£26 millions in June), and only {11 
in millions above the wartime low of November last. Treasury 


Deposits deposit receipts provide the counterpart for more than the 
whole of the month’s addition to deposits, money market 

assets showing a combined fall of over £15 millions. Some recovery in bill 
portfolios is, however, expected to follow the further increase in the weekly 
tender Treasury bill offer to £120 millions, though this will only be possible 
if the authorities are prepare d to fix the T.D.R. cz all at a reasonably moderate 
figure. During September, for example, T.D.R. maturities of {105 millions 
were supplemented by pre-encashments to the extent of no less than {£39 
millions, and under these conditions any rapid recovery in discount portfolios 
is hardly to be expected. The September returns are summarized in the 


following table : 


Sept. Change on : 
1944 Month Year 
£m. £m. £m. 

Deposits .. ne a 4,251.1 go.2 + 514.1 
Cash a Es + 443.2 3.9 + 53.8 
Call money es me 191.2 — 13.5 + 43-1 
Bills - i ‘a 208.5 — 2.1 — 0.2 
ERR. ss re wh 1,443-5 + 106.5 + 399.0 
Investments aS rt 1,182.7 3.0 | 22.6 
Advances a cg 735.2 — 6.5 £0 


It will be seen that at the end of September, deposits showed a rise on 
the year of as much as £514 millions, compared with only £470 millions at 
the end of June and no more than £372 millions in February. Indeed, allowing 
for changes in cheques and Salaried as well as in outstanding advances, 

net ’’ deposits showed an increase during the past quarter of as much as 
240 millions, compared with only {147 millions in the September quarter 
of 1943. Subscriptions to tax certificates, at {62 millions, were slightly less 
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than in the corresponding months last year, though they leave the outstanding 
issue at the end of September only £10 millions short of the £700 millions mark— 
an increase of {107 millions on the year and a figure that would have been 
considered altogether incredible at the time this new security was first 
announced. Inthe September quarter the note circulation rose by less than {24 
millions, as against £40 millions in 1943, but it would be dangerous to draw 
any conclusions from these figures about the underlying trend of the circulation, 
since withdrawals by the domestic public have been offset to a considerable 
extent by the reflux of notes from the invasion forces leaving this country. 


To some extent the acceleration in the rate of credit expansion is accounted 
for by the unexpected increase in Government expenditure during the past 
few months. Thus, at one time it appeared that war expendi- 
Fresh Rise ture had about reached its peak by the end of 1943, and that 
in War the trend was now slightly downwards. As shown in the 
Expenditure table below, Government expenditure in the first six months 
of 1944 was almost exactly at the same rate as in the first half 
of 1943, so that, thanks to the buoyancy of revenue, the deficit for this period 
was actually {203 millions lower. In the July-September quarter, on the 
other hand, expenditure showed a rise of £131 millions on the year, with the 
result that the deficit for the period was {£77 millions higher, notwithstanding 
the continued increase inrevenue. Sir John Anderson has explained that the 
rise in expenditure is accounted for almost entirely by the fighting and supply 
services. 


1944 | 1943 
Expendi- | Expendi- 
ture Revenue Deficit | ture Revenue Deficit 
{m. £m. £m. {m. £m. £m. 
Jan./Mar. .. ax 1,562 1,201 361 1,568 1,053 515 
April/June .. ‘a 1,420 601 819 1,407 539 868 
July/Sept. .. ae 1,524 734 790 | 1,393 680 713 


IN some degree, on the other hand, the increase in the rate of credit expansion 

in recent months is connected with the disappointing setback in national 

savings. The so-called “small’’ savings have held up fairly 

Setback Well, as is shown by the next table, which summarizes the 

in small savings results by quarters, taking into account re- 

Savings demptions of Savings Certificates and Defence Bonds. For 

the first nine months, it will be seen, net subscriptions totalled 

£554 millions, compared with £562 millions in the corresponding period of 

1943. Having regard to the continued rise in the national income, this result 
can hardly be adjudged satisfactory. 


Savings Defence Increase in Total 

By Quarters : Certificates Bonds Savings Small 
(net) (net) Accounts Savings 

£m. £m. £m. £m. 

1943 «I ~ ae 70.6 32.8 87.3 190.7 
II a sia 108.3 50.1 84.9 243-3 

III a rr 47.8 19.2 61.3 128.3 

1V oa wt 42.9 18.7 72.3 232.7 
1944 I es oe 55-4 20.8 98.0 174.2 
II acd re 97-5 54-4 92.5 244-4 

III ro oy 45-4 17.5 72.8* 135-7 
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Even more disappointing, however, have been the large savings results. 
For the first nine months of the year, as will be seen from the next table, 
National War Bonds and Savings Bonds together brought in only £812 millions, 
a decrease of as much as {155 “millions on the 1943 figures : 


National 
By Quarters : War Savings Large 
Bonds Bonds Savings 
£m. £m. £m. 
1943 I re es ‘i 178.7 178.4 357.1 
II ks ea ne 209.7 153-1 362.8 
Ill oa nl ii 159.3 88.4 247.7 
IV oi - na 130.6 66.6 2697.2 
1944 I re oe ae [72:3 92.0 264.1 
II avs a ‘a 224.0 158.9 382.9 
III ad as — 94.3 92.2 165.5 


The falling off in subscriptions is clearly associated with the increase in 
“liquidity preference,’’ reflected also in the dulness of stock markets, arising 
out of the various uncertainties introduced into the immediate prospect by 
the possibility of an early termination of the war in Europe. 


SoutH Africa’s war expenditure in 1942/43 absorbed 16.9 per cent. of the 
Union’s net national income, compared with 13.9 per cent. in the previous 
year, Professor Frankel estimates in the South African 


South Journal of Economics. Money income rose from {518 millions 
Africa’s War to £547 millions, but this entirely reflects rising prices. The 
Effort detailed estimates for 1942/43 and the four previous years 


are summarized in the following table : 


(£ millions) 
1938/39 1939/40 1940/41 1941/42 1942/43 





Net income produced. . os en 394.8 432.6 472.8 518.0 547-4 
Less—Interest payments abroad... wa 20.0 19.0 18.0 15.0 12.0 
Net income available in the Union .. a 374.8 413.6 454-8 503.0 535-4 
Net Investment oe ha wa me 56.8 40.7 31.5 23-5 18.9 
War Expenditure ve 1.8 6.1 59.4 70.0 90.3 
Available for consumption .. a id 316.2 366.8 363.9 409.5 426.2 
Retail price index - a 999 1,012 1,054 1,126 1,211 
Available for consumption at 1938 price are 329.0 374.8 358.4 381.2 306.2 
% % % % % 

War expenditure as % of net income 

available -—— 1.5 13.1 13.9 16.9 


* Including indirect taxes 


Thanks to a substantial expansion in output, coupled with a sharp decline in 
internal investment, it will be seen, the increase in war expenditure has been 
absorbed while still le aving real income available for consumption I1.3 per 
cent. higher than in the pre-war year. It is pointed out, however, that on 
account of shortages of imported goods, for example, the income available 
for consumption has not actually all been devoted to consumption. As is 
well known, large sums have, in fact, been utilized for the repayment of 
sterling debt and the repatriation of mining capital, a movement reflected in 
the estimated contraction in overseas interest and dividend payments from 
{20 millions before the war to only £12 millions in 19424/3. 
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The Gold Standard Bogy 


Final Exchange of Views 
(i) Dr. Einzig’s Further Rejoinder 





UR controversy could continue endlessly without any hope for reaching 

an understanding. It may serve some useful purpose, however, if it 

contributes towards clearing up obscure passages in the Bretton Woods 
Plan. May I trespass, therefore, just once more on your space? In my 
rejoinder I quoted the instance of the insertion of an anti-cheap money clause 
in the White Paper on Employment as concrete evidence that the spirit of 
deflation is not dead. You ignored this evidence and simply reasserted that 
‘those obsessed with the urge to fight deflation are hammering violently 
on an open door.’’ I challenged you to quote any concessions made during 
the Bretton Woods Conference in favour of the British point of view, in 
return for the sweeping concessions made by the British delegation. You 
are silent on the subject. I presume I am not far wrong in assuming that 
this is because there were none worth mentioning ? 

You allege that I claimed that the question whethe r Bretton Woods means 
the gold standard is not a matter of economic analysis but of political judg- 
ment. What I actually said on page 16 was that, according to you, “ it is 
not the technicalities of the Bretton Woods plan but the degree of elasticity 
of the parities under it that determine whether it is justified to regard it as a 
form of gold standard.” I made it quite plain that, while admitting that the 
elasticity of the parities is more important than the technicalities, I attached 
more importance to the latter than you did. To the extent, however, to which 
the character of the plan depends on the way in which it will be interpreted 
and applied by the Fund, it is a political question. While economists are, 
or should be, competent in dealing with its technical aspects, their view as to 
the extent to which the Washington Administration are likely to yield to 
lobbying by interests opposed to devaluation of sterling, or the extent to 
which various member Governments are likely to allow themselves to be 
persuaded to support the American attitude, is of no particular value. 

This brings me to your argument that the United States will not control 
the majority of votes, as its voting power amounts to 28 per cent. compared 
with the British Commonwealth’s total of 25 per cent. You assume by 
implication that all the Dominions, including India, will always necessarily 
support Great Britain. Unfortunately, this cannot be taken for granted. 
One of the irreparable effects of the Bretton Woods Plan will be the disruption 
of Empire unity in matters of monetary policy. There can be little doubt 
about the way China will vote, and the chances are that the U.S.S.R. will 
use its voting power as a diplomatic bargaining counter. As for the countries 
of Latin-America and Europe, most of them will want to borrow from the 
United States, and will know which side their bread is buttered. There will 
be no unsurmountable difficulty for the United States to secure the support 
of countries with 22 per cent. of the total voting power. 

You suggest that there is inconsistency between my support of the original 
Keynes’ Plan and my opposition to the Bretton Woods Plan, since parities 
would have been fixed also under the former. In fact, my support of the 
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Keynes Plan was conditional on a higher degree of elasticity.* Moreover, 
the Keynes Plan possessed certain advantages for the sake of which I con- 
sidered it worth while to take certain risks. 

I challenged you to produce textual evidence in support of your suggestion 
that under the Plan changes of parities are not merely allowed but actually 
encouraged in case of disequilibrium. You quote from Article I that one 
of the purposes of the Fund is “ to shorten the duration and lessen the degree 
of disequilibrium in the international balances of payment of members.”’ 
This implies, according to you, that the Fund would authorise devaluations 
in order to restore equilibrium. — Bein we financial journalists may 
only be economists of an inferior grade, we really ought to know the difference 
between trade balance and balance a panties nts. If the above text had 
referred to trade balances instead of balances of payments, there might have 
been something in your argument, though even then it would have been 
somewhat far-fetched. As the text stands the declared purpose of the Fund 
is not to help countries to balance their trade but merely to provide the means 
to pay for their trade deficits. F 

You seek to ridicule the idea of an appeal against the decision of the Fund 
to ‘“‘a group of international lawyers.” Yet the Final Act itself provides 
for the establishment of a Court of Arbitration under XVIII (c), even though 
it is only members which have withdrawn who would benefit by it. But for 
the “ purely verbal’’ change made at Bretton Woods it would be possible 
for an ex-member to appeal against the application of sanctions on the ground 
that the Fund had no right to withhold approval of the devaluation of its 

currency. In this connection I must say I am completely at a loss to under- 
stand on what conceivable ground you have concluded that Article XI was 
only meant to apply to countries re fusing to join the Fund and not to countries 
withdrawing from it. And perhaps it would be as well if you made up your 
mind whether the provisions of that Article are “ carefully worded” or 
deplorably ‘“‘ loosely drafted.’’ Because even an infallible Editor cannot have 
t both ways within the same paragraph ! 

You attach much importance to the provision concerning an all-round 
change in the currency price of gold. But any member possessing votes over 
10 per cent. is entitled to veto such a change. In practice it might well prove 
as difficult as a change in the Constitution of the United States. And you 
did not explain to your readers how precisely a country with a grossly over- 

valued currency and utterly depleted gold and foreign exchange reserves 
would stand to benefit by it. 

Your prophetic insight into the alleged intention of the United States 
authorities to make liberal use of the ‘‘ waiver clause,’’ at a moment when we 
ordinary mortals do not even know whether the next occupant of the White 
House will be President Roosevelt or Mr. De wey, compels admiration. It is, 
however, utterly irrelevant from the point of view of the elasticity of the 
parities in support of which you used this argument. In any case, I do not 








* “Tn these circumstances it aue appear advisable to insist that the Ke xynes Plan should 
modified and that the participating Governments should retain their freedom to change the 
rities of their currencies after consulting with the Governing Board.’’ (Currency after the 

War, p. 74.) 
t It is, of course, conceivable that even the experts of Bretton Woods meant trade balance 


when they talked about balance of payments. If so, it will be embarrassing for them to face their 
undergraduates who are expected to know such elementary matters. 
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care for the idea of accepting a scheme under which, in return for sweeping 
sacrifices on our part, the United States agrees to dole out a highly inadequate 
amount of assistance, expecting us to live in hopes that she may possibly 
go beyond what she has actually undertaken. Moreover, any generous 
application of the waiver clause would soon exhaust the Fund’s limited dollar 
resources 

I plead guilty on the charge of having overlooked XIV (5). But even if I 
had seen it I would have regarded the substitution of a vague general assurance 
for the specific assurance concerning adjustment of parities ; during the transition 
period as a change for the worse from the point of view with which we are 
here concerned. 

So you think it is reasonable to expect this country to spend its last dollar 
on indiscriminate luxury imports before assuming the right, under VII (3b) 
to safeguard its capacity to import cotton ? It may appear reasonable from 
the narrowest possible American point of view which dominates practically 
the entire Final Act, and which considers it a sacred right of the United States 
to maintain an abnormal export surplus. From that point of view it might 
appear outrageously unfair to limit that surplus while we are still in a position 
to pay for it. But let us look at it from a British point of view, for a change. 
Has it occurred to you that a first-rate nation may not care to live from 
hand to mouth ?* Indeed I am unable to recoliect a single instance in 
financial history in which a Government allowed its external reserve to 
become completely exhausted before taking drastic defensive measures either 
in the form of exchange restrictions or devaluation or deflation. Under 
VII (3b) the first could not be applied until we have exhausted our emergency 
reserve. The application of the second solution to an adequate degree could 
not be depended upon, for it would require the approval of our trade rivals. 
There would remain deflation. Rather than to find itself denuded of all its 
dollars, the Government may feel strongly tempted to deflate. Or, if it should 
prefer to take the line of the least resistance by applying for a loan in New 
York, the loan would only be granted if the Government should undertake 
to balance its budget and to abandon all heresies concerning full employment 
and social security. This much has been made quite plain in recent pro- 
nouncements by various leading American bankers. 

You think it reasonable that this country should have no right to defend 
its dollar reserve even after dollars have been declared by the Fund to be 
“scarce ’’ until we have exhausted our reserve. And I suppose you think it 
equally reasonable that we should not be entitled to impose restrictions even 
after having exhausted our dollar reserve, so long as the Fund has not declared 


dollars to be “ scarce.’’ This instance clearly shows the “ heads I win, tails 
you lose ”’ attitude of the Final Act towards debtor countries. 
After reading your comments on V (3) I rubbed my eyes. Am I dreaming, 


or is it really possible for a leading financial expert of your standing to mis- 
understand to such extent a text which happens to be quite clear? Under 
V (3 iil) a member is entitled to buy the currency of another member from 
the Fund provided that ‘‘ the proposed purchase would not cause the Fund’s 

holdings of the purchasing member’s currency to increase by more than 25 
per cent. of its quota during the period of twelve months ending on the date of 





* But perhaps I am begging the question in using this argument. For under the Bretton 
Woods plan Britain is not meant to remain a first-rate nation. 
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the purchase nor to exceed 200 per cent. of its quota.”” You appear to have 
overlooked the very clear provision by which purchases in any one year are 
limited to 25 per cent. of the quota (that is why it was not printed in 
your favourite heavy types) and concluded that until the extreme limit of 
200 per cent. is reached the deficit countries will have all the time facilities 
at their disposal. In reality, there is nothing to prevent a member from 
exhausting its twelve months’ ration in 24 hours, in which case it would be 
unable to obtain any facilities from the Fund for the remaining 364 days of 
the year. Once you realise the glaringly obvious fact that me mbers are 
liable to exhaust their facilities long before they have reached that 200 per 
cent. of their quotas, then the case I quote in my rejoinder will no longer 
appear so absurdly hypothetical as you are trying to make it appear. 

Your observations on Article IV (b) read like a passage from Alice in 
Wonderland. In the course of them your heavy types grow even heavier, 
the trend culminating in the “ operative word’’ ONLY. Why you should 
think that I overlooked that word is a complete mystery to me. Without 
that word the clause would simply mean that members have to permit free 
dealings in currencies of other members, and there would be no possible way 
of interpreting the clause as imposing any obligation on members to buy these 
currencies. As it stands, the sentence means exactly what it says, and I 
accept your simplified version of it, namely, that “members undertake not to 
allow exchange transactions outside the limits prescribed. ” The difference 
between us is “that you think that under this provision the Governments have 
to prevent transactions outside the official limits by means of exchange re- 
strictions, while I think that this would be contrary to the letter and spirit of 
the Final Act. Article IV (b) clearly says that the measures taken must be 
“consistent with this Agreement.’’ Now it is one of the declared purposes 
of the Final Act to prevent the imposition of new exchange restrictions.* The 
alternative is to prevent a depreciation or appreciation of the exchanges 
beyond the official limits by means of official buying and selling all member 
currencies freely at the official limit. 

In support ‘of my contention that the clause envisages that alternative, 
let me quote the last sentence of IV (4b) which you omitted. ‘“‘A member 
whose monetary authorities, for settlement of international transactions, in 
fact freely buy and sell gold within the limits prescribed by the Fund under 
Section 2 of this Article should be deemed to be fulfilling this undertaking.” 
How precisely could you account for this provision on the basis of your theory 
that the object of IV (4b) is to prevent the development of black markets ? 
Why, in the sacred name of logic and common sense, should black markets 
be permitted in countries which buy and sell gold freely, while they should 
be prohibited in countries which do not buy and sell gold freely ? No, I am 
afraid, your explanation won’t help here. 

Pre ‘sumably the intention of the authors of the plan was to make it com- 
pulsory for members to maintain the stability of their own currency either by 
buying and selling gold freely or, if they are unable or unwilling to do so, by 








* If your explanation were right the Final Act would set up a watertight bilateralist currency 
system. Under it the surplus country would find no buyers for its surplus of the currency of 
the deficit country, since private buyers would not be forthcoming and the authorities would 
be under no obligation to intervene. That would be certainly a good way of discouraging 
nn. Unfortunately, it would be in full contradiction to the declared objects of the 
‘inal Act. 
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buying and selling foreign exchanges freely. It probably did not occur to the 
experts of Bretton Woods that under the terms of the provision proposed to 
that effect, members not buying and selling gold freely are placed under 
obligation to support not only their own currency but also the currencies of 
all other members. 

Having replied to the various points you raised, I herewith withdraw 
from the contest, with the humble request not to misquote or misrepresent 
your now defenceless opponent in your final reply. At the time of writing 
it appears almost certain that the Bretten Woods plan will be adopted. If 
so, I can only hope you will prove to be right. But I am very much afraid 
that before m: uny years I shall derive melancholy satisfaction from remembe ring 
this Homeric duel of ours in the pages of THE BANKER, and shall have some 
difficulty in resisting the temptation of recalling the fact that “I told you so.” 

(ii) Final Observations by the Editor 

As Dr. Einzig says, this controversy will have served a useful purpose 
if it helps to elucidate some of the provisions of the Final Act which are open 
to misinterpretation. In the two previous issues, at any rate, wildly different 
constructions have been placed by Dr. Einzig and ourselves on various sections 
of the plan, and it is for our readers to judge which of these they consider 
the more reasonable. For our part, we see no reason to modify our position 
as already set out, but Dr. Einzig’s further rejoinder calls for a few brief 
comments : 

1. For the sake of brevity, we did not take up last month Dr. Einzig’s 
suggestion that the references to interest rates in the Employment White 
Paper were inserted by “the reactionary wing of Whitehall” in spite of 
Lord Keynes’ presence, and illustrate “ the ease with which the Keynesian 
ideas are liable to be discarded.’’ However, Dr. Einzig has raised the point 
again, and it is of interest as an example of his tendency to discover deflationary 
demons peeping out between the lines of any official document. Briefly 
stated, the White Paper implied that, while interest rates would not be raised 
in an attempt to restrain the potential inflationary boom of the post-war 
period, they might be used thereafter if a state of full employment should 
threaten to develop into an inflationary boom. Whether Lord Keynes himself 
would favour the use of the Bank rate weapon for this purpose we should 
not like to guess; in a similar situation before the war he seemed to prefer 
direct restraints on investment through priorities. But that is a question 
of administrative technique. The point is that there is nothing deflationary 
about raising interest rates during a boom; the object of cheap money is to 
promote recovery from a slump—it is a means to an end and not an end in 
itself. Consequently, there is nothing whatever in the Employment White 
Paper remarks on this subject which runs counter to “ the Keynesian ideas ” 
in the wider and normally accepted sense of the case for credit expansion 
up to the point of full employment. 

2. Since we do not consider that ‘‘ sweeping concessions ”’ were made by 
the British delegation at Bretton Woods, we are not called upon to exhibit 
any ‘“‘concessions”’ in return. The important thing is that the essential 
safeguards were retained.* 





* On the subject of ‘‘ concessions "’ in general, see the recent statement by Mr. Winthrop 
Aldrich: ™ Prior to the meeting at Bretton Woods, the American delegates to the conference 
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3. Last month Dr. Einzig argued at one point: “‘ The question whether 
or not the parities would be elastic in practice is essentially a political 
question.’’ (This follows the sentence on page 16 referred to in this month’s 
rejoinder.) We merely pointed out that if this were so any textual criticism 
of the Final Act would be beside the point, and that this would have applied 
equally to the original Keynes and White plans, whose provisions Dr. Einzig 
had in fact discussed in some detail. Reasons were then given why in fact 
“one really cannot accept the argument that the text of the Final Act is 
irrelevant to the discussion, as would be the case on the basis of the arguments 
examined hitherto.” 

4. On the question of voting power, the basic facts are that the United 
States, having contributed 31} per cent. of the capital, has 28 per cent. of 
the total votes and must, therefore, secure the support of other countries 
possessing 22 per cent. of the voting power in order to dominate the Fund. 
More than one opinion is permissible about the likely policies of different 
members—we pointed out, for example, that the former gold bloc countries 
of Western Europe are at present deliberately over-valuing their currencies 
and may therefore be expected to seek devaluations on their own account 
sooner or later. More important, we would deplore the whole concept of 
the conduct of the Fund as a cut-throat struggle between opposing blocs. 
The scheme is an attempt to set out a code of reasonable international 
behaviour within a framework of multilateral trading. As such, it is the 
exact antithesis of the ‘“‘ beggar-my-neighbour ”’ practices of the thirties. 

5. Dr. Einzig’s conte ntion that Article I should have referred to “ trade 
balances instead « of “balances of payment ”’ just defeats us completely. 

‘Balance of payments ”’ is, of course, correct. It is perhaps to be regretted 
that the Final Act did not explicitly refer to the balance of payments on 
current account ; but unless we are standing on our head, Dr. Einzig’s footnote 
on ‘~ point has a distinct boomerang quality. 

The arbitration provided for in Article XVII applies only to dis- 
PB between the Fund “and a member which has withdrawn, or 
between the Fund and any member during the liquidation of the Fund.” 
Final settlement of accounts is surely a very different matter from allowing 
appeals against the decisions of the Board in the normal conduct of the plan— 
particularly if the matter in dispute is some —e so completely beyond legal 
definition and decision as the existence of “ fundame ntal dise quilibrium.’ 
As we have already suggested, the Fund itse if will be an international tribunal, 
and the remedy for a dissatisfie d member is withdrawal. 

Article XI is carefully worded in that it confines itself to pledging 
members not to co-operate with non-members in transactions contrary to 
the provisions of the Agreement or the purposes of the Fund : i.e. not to co-operate 
with outside countries in undermining the whole scheme by taking part in 
black market dealings in member currencies at rates inconsistent with the 
parities fixed. This is obviously something much more limited than ‘‘ economic 
boycott ” or “ blockade ” of the countries in question. On the other hand, 


were instructed by the President to adhere to the Joint Statement in iene ting definite 
proposals for an international monetary fund. Modifications were to be permitted if hen did 
not fundamentally alter the proposals. Thus, from the outset, the American delegation was 
committed to a particular monetary plan and was not free to work de novo on the problem and 
to consider an alternative approach. The same situation applied to the delegations of the other 


nations represented at the conference.”’ 
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the Article is loosely drafted in that the expression non-members would also 
include ex-members who have withdrawn from the Fund. Even so, the 
Article does not lend itself to the sinister interpretation which Dr. Einzig 
has placed upon it (as in effect nullifying the freedom of members to withdraw). 

8. The provision for uniform changes of parity was quoted as one of the 
features of the scheme fundamentally different from anything seen under 
the gold standard. The other and more important features of this kind are, 
of course, the fact that the parities fixed are made provisional from the outset, 
subject to adjustment should any fundamental disequilibrium arise, and also 
the provision for exchange restrictions against the exports of a member country 
whose currency has been declared to be scarce.* It is the object of a uniform 
change of parity, by increasing or decreasing the nominal amount of each 
countries’ external liquid reserves, to counter general inflationary or 
deflationary tendencies throughout the system as a whale. due to an excess 
or deficiency of such liquid reserves. It therefore has no bearing on the 
special case of member countries with an over-valued currency, denuded of 
foreign exchange reserves. 

The waiver clause has, of course, no relevance to the flexibility of the 
parities fixed ; it was instanced as one provision making for elasticity in the 
scheme as a whole. As to the American attitude to this clause, we naturally 
do not pretend to any greater prescience about United States policy in the 
future than that claimed by Dr. Einzig, when he asserts that any American 
administration will automatically oppose any change in parities. Our state- 
ment applied to the present American administration, whose approach to 
currency problems—fortunately for all of us—seems to be not quite the same 
as that of the U.S. banking and business community. 

10. In disposing of one of Dr. Einzig’s alleged “‘ concessions ”’ to the hard 
money viewpoint at Bretton Woods, we showed that, whereas the Joint 
Statement laid down that the Fund must take into account the uncertainties 
of the initial period in considering a change of parity, the Final Act (XIV, 5) 
provides that the Fund must take these uncertainties into account in its 
relations with members as a whole, and “ in making decisions on requests 
occasioned thereby which are presented by any member, it shall give the 
member the benefit of any reasonable doubt.” Dr. Einzig’ s statement that, 
even if he had noticed this Section, he would have regarded it as a change 





* For an American view of the elasticity of the scheme it is interesting to note the following 
comment by Mr. Winthrop W. Aldrich in a recent speech, even if one is flatly opposed to the 
obsolete economic philosophy on which these comments are based, and if one rejects the over- 
pessimistic conclusion that exchange parities would be adjusted every other day: ‘‘ One of the 
stated purposes of the International Monetary Fund is to promote exchange stability. This is 
a laudable objective and one which must eventually be attained if international trade is to be 
given greatest encouragement and if international capital movements are to be promoted. 
Despite the emphasis on this particular objective, however, the plan includes liberal provisions 
for alterations in exchange rates. In consequence, the Fund in all probability will become a 
mechanism for instability rather than for stability. . . . The provisions of the plan permitting 
changes in exchange rates are so liberal that exchange depreciation would undoubtedly become 
an accepted and normal procedure in international financial affairs. Nationals could employ 
exchange depreciation as a substitute for internal fiscal reform and for internal adjustments of 
costs and prices.’’ It is, of course, one of the main objects of the scheme to provide a substitute 
for ‘‘ adjustments of costs and prices,’’ which under modern conditions are quite impossible ; 
one can no longer adjust prices and wages but only the volume of unemployment. Later in 
his speech, Mr. Aldrich observes: ‘‘ Just why inflation in creditor nations is preferable to 
deflation in debtor nations has never been made clear.’’ Substituting ‘‘ expansion ’’ for 
““inflation,’’ the answer is to be found in the economic literature of the past twenty years, passim. 
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for the worse, does not suggest that he was trying very hard to find any good 
in the plan. It raises the question whether some of his other criticisms may 
not also be slightly jaundiced. 

1zr. Our view regarding the scarce currency provisions was stated last 
month. Some interesting reflections are raised by Dr. Einzig’s rhetorical 
question: ‘“‘ So you think it is reasonable to expect this country to spend its 
last dollar on indiscriminate luxury imports before assuming the right under 
Article VI (3b) to safeguard its capacity to import cotton?” Only to a 
confirmed interventionist could it appear so monstrous that imports of essentials 
and inessentials should be left to be governed by the respective monetary 
demand for these commodities, as it always has been in normal trading. 
During the transition period, when the potential demand for all goods at the 
existing level of prices will far exceed the capacities of supply, import licensing 
is justifiable and indeed indispensable ; it is merely the counterpart in the 
external sphere of the general rationing and controls which will have to be 
maintained into the immediate post-war period. Once monetary demand 
and supply are in reasonable equilibrium again, however, this case for import 
restrictions ceases to apply. If our general economic position is in fact as 
strained as appears likely, however, then some exceptional measures may 
still be needed to damp down inessential consumption, but these measures 
should take the form of monetary discouragements applying to all luxury 
consumption—such as purchase tax at a penal rate—and not that of import 
restrictions, which can only outrage opinion in other countries and arouse 
suspicions of discrimination. 

12. We quoted Article V (3, iii), allowing borrowings from the Fund up 
to 200 per cent. of quotas, in refutation of Dr. Einzig’s contention that 
“members holding weak currencies acquired under IV (4b) will be precluded 
from the outset from passing on their risk to the Fund.” This contention 
was arrived at on the ground that “ under V (7c iii) the Fund shall not relieve 
members of bankrupt currencies once its holdings of such currencies are at 
least 75 per cent. of the quotas of the countries concerned.” In reality, the 
effect of this section is that in the annual adjustments the Fund is not entitled 
to call for any currency “‘ required to be used ”’ if its holdings are already above 
75 per cent. of the quota of the member concerned. Obviously, this section 
could not mean what Dr. Einzig seemed to imply without making nonsense 
of the borrowing powers which are an essential feature of the plan. 

13. It is not a theory but a statement of fact that IV (b) is intended to 
prevent black markets in exchange. Indeed, Dr. Einzig himself appears to 
agree that IV (b) means simply that “‘ members undertake not to allow exchange 
transactions outside the limits fixed.”” To prohibit a black market in foreign 
currencies is not at all the same thing as to impose exchange restrictions. 
There is in consequence no danger whatever that this country will be called 
upon to finance “ the export surplus of the richest countries to the poorest 
deficit countries.”’ 

In conclusion, we note with satisfaction Dr. Einzig’s belief that the adoption 
of the Bretton Woods Plan is now almost certain. If he is right, then it may 
eventually give him some far from melancholy satisfaction ‘that his sincere 
but misguided denunciation of the Agreement did not, after all, help to pre- 
cipitate an economic war with the United States and nullify the first step 
towards economic reconstruction taken by the United Nations acting in concert. 
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Reconstruction Forum: (iv) The Coal 


Industry 
By Walter Hill 


HE British coal problem which, in its various aspects, has never been far 
he the centre of the political stage since the last war, is fundamentally 
one of productivity. During the inter-war period the comparatively 
low productivity of the British coal-mining industry has meant wages and 
profits below the national average and, hence, friction between workers and 
employers. The attempt made in the ’thirties to level up prices has meant 
dearer coal to consumers and a shrinkage in the British proportion of the 
world’s export trade in coal. During t the war the relatively low output per 
miner, coupled with the manpower shortage, has given rise to a scarcity of 
coal; and the concerted pressure for wages in line with those paid in 
other important industries has meant a doubling of prices. The transformation 
of Great Britain from a cheap into a dear coal country will deprive it of one 
of its greatest economic advantages. The only solution of the problem is a 
speedy increase in the productivity of the industry by means of a drastic 
technical overhaul of the method of exploitation of Britain’s coalfields. 
Unfortunately, the economic problem of productivity has been side- 
tracked ; instead of a concerted desire to bring the methods of exploitation 
more into line with the best technical practice—effective collieries are to be 
found not only abroad but also in Great Britain—the industry has been 
overlaid with, and spent its energies on, bitter controversy which leads 
nowhere. Perhaps it is not out of place for the layman to restate, very 
briefly, the experience of coal-mining during the inter-war years, to record 
its story since 1939, and to draw attention to the danger of drifting into a 
dear coal economy. 


I 


How is it that the British coal-mining industry, the basis of Great Britain’s 
industrialization and prosperity in the past, has fallen behind other British 
industries in its capacity to pay wages, and behind the coal-mining industries of 
other countries in its output per worker ? 

There has been a tendency to e xplain the disparity between productivity 
in Great Britain and other countries mainly in terms of geology. In the 
United States, for example—where the productivity of the industry, measured 
by the volume of output per worker, was treble that of this country—coal 
deposits are generally nearer the surface than in Britain; the seams are 
thicker and can be worked more easily ; and many of the best seams in Britain 
have been worked out or are nearing exhaustion. Geology, certainly, accounts 
for much of the difference in output per head. Fortunately for the future 
of Britain it does not account for anything like all the difference ; if it did, 
Britain, being short of water-power resources, would have to resign itself 
to a future of dear fuel and power. 

Even if full allowance is made for geological factors, productivity before 
the war was nothing like as high as it might have been. The structure and 
organization of the industry, evolved during the nineteenth century, was 
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ill-designed for the adoption of the most efficient methods of exploitation. 
But this also is in itself no explanation of its failure to keep in line with 
technical progress through drastic reorganization. Many independent 
observers have long re alized that the industry’s salvation could only be 
achieved through technical reorganization. But resistance to change was 
dogged and powerful, on the part of the multiplicity of independent coal- 
owners and also on the part of the trade unions. The spirit of independence 
among coal-owners was strong. Drastic reorganization would have meant 
the elimination of many of them ; perhaps they did not appreciate sufficiently 
that resistance to change meant low profits and wages or dear coal. The 
Coal Mines Act of 1930 provided for the concentration of production by 
financial amalgamation ; the Coal Mines Reorganization Commission set up 
by the Act had to report the industry’s unwillingness to carry out this policy. 
The miners, perhaps unconscious of the inconsistency, wanted to combine 
high wages with a high level of employment ; they were suspicious of technical 
reorganization because, by definition, a substantial increase in productivity 
would have meant still fewer jobs during a period when unemployment among 
miners was already high and when the prospect of alternative employment 
often seemed poor. To cap it all, there was an atmosphere of mutual distrust 
between workers and owners, a lack of appreciation of their identity of interest, 
that is of the fact that higher productivity is the key to both higher wages 
and good profits. 

Admittedly, technical progress in the industry did not stand still between 
the two wars. It was probably more rapid than during the preceding twenty 
years. For example, the proportion of the total output of coal cut me chanically 
rose from 13 per cent. in 1920 to 59 per cent. in 1938; during the same pe riod 
the horse-power of electric motors in use below ground increased from 618,763 
to 1,198,261 ; again, the number of mines worked was reduced from 2,838 
to 2,125. Asare sult there was a gradual i improveme nt in productivity. But 
it was ‘too slow to enable the industry to raise its wages to the level of the 
national average or to earn good profits at prevailing prices. And it was 
much slower than in other European coal-producing countries. 

During the 1930’s, an attempt was made to secure better wages and 
profits by means of price control. The Coal Mines Act of 1930 gave the 
industry power to control production and prices; that is to say, it replaced 
nae tition by a monopoly controlled largely by the coal owners. . It was 
laid down, among other things, that “‘ every district scheme shall provide 
for the dete ‘rmination, at such times and for such periods as may be decided 
in accordance with the provisions of the scheme, of the price below which 
every class of coal produced in the district may not be sold or supplied by 
owners of coal mines in the district.”’ 

True, there were safeguards. The schemes for regulating production 
and for fixing minimum prices had to be approved by the Board of Trade, 
the Government department responsible for the industry before the 
creation of the Ministry of Fuel and Power. Further, the Act provided for 
the creation of a national and of district committees for the purpose of in- 
vestigating complaints about the operation of ~ control schemes. These 
committees, which were to be appointed by the Board of Trade, were to 
represent consumers and miners, as well as “aa owners. Finally, the Act 
also provided for the reorganization of the industry as a means to improving 
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its productivity ; a Coal Mines Reorganization Commission was set up by 


the Board of Trade. But events showed that the granting of monopoly 
powers led to a rise in prices. In 1937, the average pit-head price of coal was 
12 per cent. higher than in 1930. In other words, the improvement in wages 


and profits after the passing of the Act were secured largely at the expense 
of the consumer ; it was not achieved by a corresponding increase in produc- 
tivity. The safe fa provided by the Act of 1930 did not achieve their aim. 

The rise in coal prices had little immediate effect on home consumption, 
though it probably contributed to the speeding-up of research designed to 
make each ton of coal go further than before. In a year of high business 
activity, such as 1937, home consumption was almost as high as before World 
War I; it was 182 million tons in 1937, against 184 millions in 1913. Britain’s 
consumption of power, of course, was appreciably higher in 1937 than in 
1913; this has been achieved without a corresponding increase in coal con- 
sumption by economies in its utilization. 

To lever up coal prices in a controlled home market is one thing ; to raise 
them without loss of trade in a highly competitive export market is another 
matter. In 1929, world trade in coal, at 174 million tons, was almost of the 
same volume as in 1913. Great Britain’s share of the total had fallen from 
55-0 to 44.3 per cent. during this period. Nevertheless, it still amounted to 
77 million tons, equivalent to about 30 per cent. of Britain’s output of coal. 
The loss of this trade, clearly, could not be faced with equanimity ; it would 
have meant heavy unemployment in the coal-mining industry and a serious 
loss of foreign exchange. 

As a means of combining remunerative prices with the maintenance of 
exports, the British Government concluded a series of trade agreements with 
coal-importing countries and sponsored a move towards the formation of an 
international coal cartel. Trade agreements were concluded with a large 
number of countries, including Denmark, Norway, Sweden, Finland, Iceland, 
Latvia, Lithuania, Esthonia, Argentina, Uruguay, Italy and Germany ; they 
were designed to ensure a market for British coal. Negotiations for an inter- 
national coal cartel led to an agreement between the industries in Britain 
and Poland; in January, 1939, the Central Council of Colliery Owners in 
Britain reported “a settlement of all points of difference between the United 
Kingdom and German coal industries,’ but the war intervened before an 
international cartel agreement could be concluded. 

The trade agreements with importing countries and the agreement with 
Poland—an important exporting country—undoubtedly assiste ed the British 
coal industry in marketing coal at higher prices; but they did not prevent 
an appreciable fall in exports from 77 million tons in 1929 to 52 million tons 
in 1937 and a decline in Britain’s share in world exports from 44.3 per cent. 
to 360.6 per cent. 

In sum, the experience of the 1930’s has demonstrated that mere price 
control provides no solution to the British coal problem ; it is no substitute 
for an increase in productivity. If anything, the experiment has delayed 
the necessary process of tec hnical reorganization. This was recognized, to 
some extent, in the Coal Act of 1938. Although this Act provide -d for the 
continuation of production and price control, it also strengthened the powers 
of the Coal Mines Reorganization Commission (now the Coal Commission) 
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set up by the Act of 1930 to secure the reorganization of the industry by way 
of amalgamations, and it provided for the State purchase of Great Britain’s 
coal deposits. The Coal Commission has not hitherto exercised its new 
powers to secure amalgamations, but the deposits have already been acquired 
by it on behalf of the State. This does not affect the position of the coal- 
mining companies; they will continue to pay royalties to the landlord for 
the right of exploiting them ; the only difference is that the landlord is now 


the State. 


[I 


The absence of the modernization of the coal industry is the root cause 
of most of the difficulties experienced during the war. Owing to its low pro- 
ductivity, the industry has made a heavy demand on Britain’s manpower 
at a time when this was scarce. During the inter-war period, the industry’s 
labour force gradually adjusted itself to the demand, and at the outbreak of 
war there was no large reserve of idle miners. Inevitably, as many miners 
as it was thought possible the industry could spare were called up. As events 
have shown, the number of miners needed to meet the demand for coal was 
under-estimated early in the war; this was partly due, no doubt, to the 
progre ssive decline in productivity since 1939. The industry’s wartime 
experience is reflected in the following facts of employment, output and 
output per miner released for publication by the Ministry of Fuel and Power 


in a White Paper (Cmd. 6538). 
FMPLOYMENT AND OUTPUT—DEEP COAL* 


Average No. of Total Output of Output-per 
Wage-earners on Saleable Coal Wage-earners 
Colliery Books per annum 
Tons Tons 
1939 oe oe 756,300 231,337,900 301.90 
1940 ‘7 - 749,200 224,298,800 200.4 
1941 $e “ss 697,600 206,344,300 295.8 
1942 . 709,300 203,033,400 287 I 
1943 _ ats 707,800 194,493,000 274 8 


*In addition, 1,308,200 tons of coal were produced by opencast workings in 1942 and 
4,426,700 tons in 1943. 


In spite of the creation of an elaborate control organization by the Ministry 
of Fuel and Power, there has been no attempt at a drastic technical overhaul 
of the industry during the war. The proportions of coal cut and conveyed 
mechanically rose from 61 and 58 per cent. in 1939 to 69 and 66 per cent., 
respectively, in 1943. But the quantity of coal cut by machinery actually 
declined from 142 million tons in 1939 to 134 million tons in 1943, and the 
” antity conveyed mechanically underground fell from 134 million tons to 

129 million tons. Machinery imported from the United States is expected 
to assist the industry in raising the output of “‘ deep ”’ coal by 12 million tons 
a year and in stepping-up the production of ‘‘ opencast ”’ coal by 8-10 million 
tons. Fortunately, serious difficulties have been avoided, first, by the virtual 
cessation of exports and, secondly, by the introduction of drastic economies 
by industry and in the home. There has been a successful economy drive in 
industry, and private consumers have had to cut their consumption to the 


bone. 
Inevitably, the shortage of labour and of coal gave the leaders of the 











7 ‘THE B. 4NKER- 





miners an opportunity to press their long-standing claims to better wages and 
working conditions. Equally inevitably, in the atmosphere of distrust carried 
forward from peace to war, their demands, and often the manner of their 
presentation, caused a good deal of friction. The Government recognized 
the miners’ claims for higher wages and better working conditions, and they 
gained successive improvements. For example, between 1938 and. the last 
quarter of 1943, average weekly cash earnings rose by 84 per cent., from 
{2 15s. gd. to £5 2s. 5d. True, this increase in earnings is about the same 
as in other industries; but, in contrast to coal mining, more than half the 
increase in other industries is due, not to higher rates per hour, but to overtime 
at special rates and other wartime factors that will cease to operate in peace. 
Moreover, coal miners have gained further improvements in wages in 1944, 
and the higher wages have been guaranteed for a period of four years. In 
other words, coal miners have gained both absolutely and relatively to workers 
in other industries. 

On the other hand, productivity has actually shown a decline. Between 
1939 and 1943, the output per miner per manshift worked fell by 9 per cent., 
from 1.13 tons to 1.03 tons, and the output per annum also fell by g per cent., 
from 301.9 tons to 274.8 tons. As a result, labour costs per ton of coal dis- 
posable commercially rose by 86 per cent., from 10/10? to 20/3. This rise 
was mainly responsible for the 69 per ce nt. rise in the cost of coal per ton 
(exclusive of profits s), from 16/3? in 1939 to 27/7 in 1943. There has been no 
corresponding rise in the profits of colliery companies. Gross profits per 
ton, before aowing for interest on debentures, bank loans and amortization, 
averaged 1/4} per ton in 1943, against 1/7} in 1939. 

In sum, the war has brought no increase in productivity, but it has brought 
a great increase in coal prices, due mainly to higher wages 


Ifl 


The rise in coal prices, marked though it has been, has done little damage 
during the war. The emphasis was on production. But after the war the 
price problem will again come to the fore ; it will not only affect direct exports 
of coal but also the cost of production of industries, such as iron and steel, 
cement, chemicals and rail transport, in which coal forms a substantial pro- 
portion of total costs. If British industry is not to be handicapped by dear 
coal after the war (that is, dear in relation to the price at which it is produced 
in other industrial countries), if Britain is to remain a large exporter of coal 
when the period of scarcity is over a few years after the war, and if the rise 
in wages is to be maintained and continued, the problem of productivity 
must be tackled speedily and vigorously. 

Fortunately, there is considerable scope for an increase in the output per 
man-hour. A mission of technical experts and economists from the United 
States which examined British coal-mining methods in the spring of 1944 
reported in August that of the current annual rate of “‘ deep ”’ coal production 
of 190 million tons, some 40 million tons could be mechanized immediately 
with American type equipment and a large part of the remainder could be 
mechanized gradually after mi sjor changes in transport arrangements and 
in the methods of d aling with the difficulties of converting from complete 
long-wall operations to complete room-and-pillar systems of mining. 
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Fortunately, also, the industry’s real problem is now recognized more 
clearly by the miners, the colliery owners and the Government. After the 
war, the miners may be more favourably disposed towards technical change, 
although this must mean less employment. At first, there will be a shortage 
rather than a surplus of labour ; and even if a surplus should arise later on, 
the Government’s full employment policy, if successful, should make it easier 
than in the past for miners to find alternative employment. 

Colliery owners, too, are now more alive to the need for a complete overhaul 
of the industry—and for speeding it up if they wish to avoid nationalization. 
There are many progressive colliery companies in Great Britain, whole- 
artedly in favour of a drastic overhaul. For e: xample, last February, Mr. 

. B. Brooks, chairman of one of the bigge st companie s—the Bolsover Colliery 
ye id this to say about the industry: “It is an urgent necessity that its 
structure should be examined and re-designed where necessary to meet the 
demands that will be made upon it. To achieve this, past prejudice must be 
swept aside, and maximum efficiency with the minimum of delay must be 


the guiding principle. . . . Our own opinion is that the number of under- 
takings must be substantially reduced. . . . It is our hope that coal-owners 


as a body will publicly declare their acceptance of this principle, and their 
intention to apply it.’’ The Government, finally, is more aware than in the 
past of its responsibility for securing the modernization of the industry as a 
means to raising its productivity and of the futility of tinkering with the 
problem by price control, which is a drug but not a cure. 

Nothing less than a united and sustained effort on the part of miners, 
colliery owners and the Government will raise the industry to the degree of 
efficiency of which it is capable with the assistance of modern techniques of 
exploitation. The cost of coal to the consumer depends, of course, not merely 
on production cost. Improvements in distribution and utilization are equally 
urgent ; but they cannot be a substitute for a concerted drive to raise the 
productivity of the mining industry. The problem of productivity can be 
shirked no longer if Britain is to remain one of the world’s great industrial 
power-houses. 

But while the need for change is now more widely recognized, there is 
by no means unanimity about method and speed. The miners have yet to 
prove their willingness to assist in the drastic technical overhaul that is needed. 
The owners have yet to prove their readiness to follow the lead of some of 
their most enterprising members. And the Government has yet to show that 
it will take such steps as may be necessary—however drastic—to ensure that 
the national interest is made to prevail—that British industry will not be 
weighed down by dear power. 

The coal problem is no longer a matter that can be allowed to drift. It is 
a matter of urgency closely affecting the public interest. Three steps should 
now be taken without further d lay : First, a small and independent com- 
mittee of experts should investigate the industry—this task has now been 
entrusted to a committee of the industry ; secondly, on the basis of its findings 
a plan—with time limits—should be drawn up for the technical rationalization 
of the industry ; thirdly, the industry’s finances should be made to fit the plan. 
And, as a beginning, full publicity should be given to the report of the American 


coal commission. 
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Belgium’s Monetary Purge 


Y far the most significant monetary event of the past month has been 
the drastic monetary purge carried out in Belgium, which has aroused 
the very greatest interest in this country, not least among the emigré 
Governments of other Continental countries in process of liberation. The 
measures adopted applied both to currency notes and bank de ‘posits. All 
holdings of notes for Fcs. 100 and over have had to be handed in to the 
authorities, the holders receiving in exchange a maximum of Feces. 2,000 
per head in a new issue of notes, the balance of the old notes remaining blocked 
for the time being. At the same time all bank balances have been blocked 
except for 10 per cent. of the depositor’s balance or the amount to the credit 
of the account on the eve of the German invasion in May 1940, whichever 
is the greater. Commercial firms have their funds freed to the extent of 
only Fes. 1,000 in respect of each employee. During the present month 
the Minister of Finance is to decide what proportion of the blocked notes and 
deposits can be released immediately. Thereafter 40 per cent. of the surplus 
will be blocked temporarily, for gradual release as and when the additional 
= ing power can be absorbed by the Belgian economy. The remaining 
60 per cent. will remain blocked more or less permanently and for the most 
part will probably be eliminated by a capital tax to be levied on undue war 
gains. 

This procedure has a double object. On the one hand, it represents merely 
an administrative measure designed to facilitate the collection of a special 
tax, aimed at war profits resulting from such activities as black market dealings 
or co-operation with the enemy. But over and above this, it also forms part 
of a deliberate policy of monetary deflation. Precisely what is intended in 
this latter respect it is at this stage not very easy to judge. Figures of the 
expi ansion in bank deposits and the note circulation may mean much or little. 
It is, of course, true that other things equal a given degree of inflation will 
be accompani d by an expansion in monetary assets in ‘much the same pro- 
portion ; but it is dangerous in the extreme to assume that other things 

ill be equal under war conditions, with their accompanying controls. In 
our own case, for example, the e xpansion in notes and deposits has consider- 
ably outstripped the general rise in prices and in wage rates, partly for the 
reason that the public does not regard the whole of its wartime savings as 
permanent but in part as a reserve for deferred purchases to be made when 
the war isover. For this reason, people have preferred to save to a considerable 
extent in the form of notes and bank deposits, instead of subscribing to Govern- 
ment issues to the extent they could have done. For Belgium, the figures 
show that by August of this year the note circulation had risen by more than 
250 per cent. since the outbreak of war (compared with about 100 per cent. 
in this country), while the volume of notes and deposits taken together had 
rather more than trebled (compared with a rise of only about 71 per cent. in 
our Own Case. 

It is not to be supposed that basic wage rates or the cost of living have 
risen in anything like this proportion, but one would have thought it quite 
certain that the increase has been substantially greater than in this country. 
According to figures compiled by The Economist, however, this would not 
appear to be the case. It is suggested that by September 1943 hourly wage 
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rates had risen by no more than 44 per cent. over the 1938 level in Belgium, 
compared with 38 per cent. in our own case, and the cost of living by 62 per 
cent., against 27 per cent. In this case, of course, it would be reasonable 
to assume that the purge is intended to do no more than to mop up purchasing 
power that would be manifestly surplus to requirements even at the existing 
level of wages and prices. But it is extremely difficult to believe that income 
levels have in fact been so thoroughly insulated from credit inflation as The 
Economist figures would imply. The question must therefore remain open 
whether the monetary purge is not in fact intended to do something more 
than merely absorb surplus purchasing power, namely, to reduce wages and 
prices be low the levels ruling at the time the measures were announced. 

Admittedly, it has been asserted that the recent measures, though clearly 
deflationary in their nature, are not the product of a deflationary or hard 
money philosophy. Once the cut has been made, we are assured, the whole 
emphasis of Belgian monetary policy will be in the direction of re-expansion. 
While it would be pleasant to believe this, it cannot be agreed that all the 
indications point in this direction. In the first place, it would appear that 
the effect of the deflationary programme will be to reduce the volume of 
credit to just about its pre-invasion level. It is quite clear that this volume 
of credit could not support anything like the existing level of prices and wages. 
It might be argued, of course, that the effect will be merely to precipitate 
a temporary liquidity crisis. But a severe shortage of credit can in reality 
hardly fail to depress prices. 

Again, unless the rise in basic wages has been as restricted as The Economist 
suggests, the Belgian franc is likely to prove somewhat over-valued at the 
rate of Fes. 1768 chosen for the purposes of the Anglo-Belgian agreement 
discussed on page 52. And this in turn would tend to set up a deflationary 
pressure. The rate is that maintained for the Belgian Congo franc since 
rena when it would have represented parity with the French franc, since 

valued for official purposes at Fcs. 200 and undoubtedly still grossly over- 
ioe at that level. As compared with pre-war exchange rates for the 
belga, the new rate implies a depreciation of about 20 per cent. in terms of 
sterling. If we assume for the sake of argument, that the official rate can 
be maintained without the need for price de flation, then the policy followed 
becomes reasonable and salutary. It is disconcerting, however, that even 
after all the experience of the inter-war period, some quarters in this country 
are prepared to applaud the heroic “ surgical operation’ while taking it 
for granted that it is a price deflation of the conventional type, designed to 
bring costs and prices into harmony with an exchange rate at which the 
currency would otherwise be over-valued—internal policy being subordinated 
to this fantastic aim in true traditional fashion. Thus, it is suggested that, 
since the intrinsic value of the French franc is nearer Fcs. 400 than Fes. 200, 
France faces the “ dilemma ”’ of a choice between deflation and devaluation. 
Where is the dilemma? If the equilibrium rate for the franc is now Fes. 
400, then as soon as normal trading is resumed it should be adjusted to that 
level, It should be realized that such a depreciation, which merely takes 
cognisance of an antecedent rise in costs, does not involve any adverse shift 
in the terms of trade, since internal prices have risen in the same proportion 
hat the exchange has depreciated. 

After the monetary history of the past twenty-five years, in any case, it 
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is almost unbelievable that anybody should suggest a policy of cutting costs 
and prices by a cool 50 per cent.—and this after a wholesale rise in national 
debt. There can be no more mischievous fallacy in economics, and none 
that ua caused greater misery and waste, than the belief that the cure for 
inflat is deflation. Both inflation and deflation are monetary evils and 


the latter is, if anything, the greater. Once an inflation has taken ge 


the only sane policy is to aim at stabilization at the established level « 
prices and costs internally, and externally at whatever exchange parity this 


may imply lo seek the restoration of some legendary e xchange rate or price 
level, now just ancient history and wholly irre le ‘vant to the existing situation, 
is economic suicide. The mystic significance attached after the last war 


to the pre-1g14 dollar rate of 4.86% was responsible in no small measure for 
our unhappy experience in the twenties and thirties. Let us not forget this 
when it comes to fixing exchange rates after this war. 

Apart from ourselves, only one country—Czecho-Slovakia—seriously 
attempted deflation after the last war, and the result was a creeping paralysis 
of her entire economy for a prolonged period. The results of deflation in 
gencral and the Czech e xper’ riment in particular were admirably summed up by 
Lord Keynes as follows: “‘ The policy of gradually raising the value of a 
country’s money to, say, 100 per cent. above its present value in terms of goods 
amounts to giving notice to every merchant and every manufacturer that for 
some time to come his stock and his raw materials will steadily depreciate on 
his hands, and to everyone who finances his business with borrowed money that 
he will, sooner or later, lose 100 per cent. on his liabilities. Modern business, 
being carried on largely with borrowed money, must necessarily be brought toa 
standstill by such a process. . The wise man will be he who turns his 
assets into cash, withdraws from the risks and exertions of activity and awaits 
in country retirement the steady appreciation promised him in the value of 
his cash. A probable expectation of deflation is bad enough ; a certain ex- 
pectation is disastrous. For the mechanism of the modern business world 
is even less adapted to fluctuations in the value of money upwards than it is 
to fluctuations downwards. ... One single country—Czechoslovakia—has 
made the experiment on a modest but sufficient scale. Comparatively 
free from the burden of internal debt, and free also from serious budgetary 
deficits, Czechoslovakia was able in the course of 1922... to employ the 
proceeds of certain foreign loans to improve the exchange value of the Czech 
crown to nearly three times the rate which had been touched in the previous 


year. The policy has cost her an industrial crisis and serious unemployment. 
fo what purpose? I do not know. . . . Czechoslovakia was better placed 
than any country in Europe to establish her economic life on the basis of a 
sound and fixed currency. . . . No one could have blamed her for devaluating 


he crown, ruined by no fault of hers and inherited from the Hapsburg empire. 
Pursuing a misguided policy in a spirit of stern virtue, she preferred the 
enation of her industries and a still fluctuating standard.” 

{s Belgium preparing to follow the same ruinous road? Or has she 
learned better from her bitter experience in the thirties as a stubborn adherent 
of the Continental gold bloc ? 
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Shares and Debentures 
By R. B. Burgess-May, F.CLIS., 


Fellow of the Institute of Bankers 


degree of re-capitalization in many companies and the removal of war 
restrictions on new issues and new enterprises will provide a very suitable 
channel for the absorption of surplus bank deposits and the funds available 
on maturity and repayment of war savings. The heavy responsibility which 
will rest with those engaged in any way with sponsoring capital offers to the 
public will be quite apart from the legal requirements embodied in the Com- 
panies Act 1929 and other statutes. The importance of capital planning 
cannot be over estimated and due consideration must be given to principles 
which experience and research have well determined. 

It must always be borne in mind by managements and investors alike 
that every industry has its period of mortality which may be anything between 
ten and two hundred years. This applies to the original objects and not to 
subsequent broadenings and enlargements in scope whereby the original 
venture has ceased to be the substratum of the undertaking. There are three 
well-determined stages in the life of most industries—growth, maturity and 
decline. This feature is well exemplified by reference to the aircraft, radio 
and railway industries respectively as they are found today. Accordingly, 
investors and creditors alike should be concerned in the “ life ’’ of an industry 
in which they are interested. 

In their simplest form the major features upon which credit is dependent 
are character, capacity and collateral, and success is largely to be attributed 
to the quality of management and, in manufacturing concerns, to the market- 
ability of the commodity produced. Due regard must be given not only to 
the effect of trade cycles in the economic sense, but also to the fact that main 
industries and the component firms of which they are comprised are similarly 
subject to localized trade cycles. Taking these various factors into con- 
sideration it is clear that the skilful planning of the capital structure of a 
company is important. 

Every enterprise requires initial capital, and Professor Bayard Taylor 
provides a clear exposition on the development of the capital structure of a 
company. It is interesting to deal with this subject from the initial stages. 
Primary capital is that capital used for the purpose of acquiring those necessary 
assets to enable a business to be commenced, but this primary capital alone 
is not sufficient. A further amount is required to initiate the undertaking 
asa going concern. This is done by the contribution of normal capital. ¢ ‘learly 
both these classes of capital must be regarded as permanent and if, in the 
course of development, the normal capital requires replenishing, the source 
from which this should be obtained should be the proprietors themselves. 
Reference to a class of capital in this connection indicates the type of applica- 
tion of the proprietors’ contribution and not a class of share such as ordinary 
and preference in the capital sense. Thus, the substance of business capital 
structure is that the basic capital is provided by the owners who are those 


Tees re-establishment of industry in the post-war period will require a 
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who seek profits and are prepared to assume risks. Creditors, whether trade 
or otherwise, are entitled to stipulate that this should be so.. 

The next stage is represented by the application of working capital, and 
in this the element of trade debtors and creditors is introduced and the amount 
of liquid assets available. The excess of liquid assets over current liabilities 
represents the working capital. Although the ratio will not be the same in 
all cases, in a manufacturing business it is considered that the minimum ratio 
should be 2 to 1. This is on general principles, but the type of business and 
terms of credit given and received are of major importance. On the assumption 
that a firm takes and allows, say, two months’ credit, for all general purposes 
the amount of working capital required could be calculated as follows : 


Amount of Stock to be carried a P . £ 
Add Amount of outstanding debtors on the he 1SIS a monthly 
sales, i.e. 2 x £x (2 months’ credit being allowed)  & 


Cash required for business 


A 





Deduct Amount of credit received from suppliers of goods, 
i.e. 2 xX fy (2 months’ credit being received) .. - = 
Balance—being the amount of normal working capital .. £ 

In its early stages a company should not issue long-term fixed interest 

securities because by so doing a load of credit is being created which can 
easily clog later development. Flexibility in the credit position is of great 
importance. The basic factor is the share capital structure and any funded 
borrowing should only be effected when the equity in the business can be 
preserved for the benefit of F the shareholders or proprietors. Early develop- 
ment and a vigorous growth are quite normal features. Experience shows 
that if a concern weathers successfully the first few years of its life it is likely 
to develop healthily and with normal rapidity. As the company develops, 
it is essential that successful normal growth should not be confused with 
abnormal development. It may be laid down as axiomatic of good capital 
planning that debt should not be funded on a long-term security until 
company has reached or is within definite distance of maturity. 

In most companies, years of experience will disclose that if the volume of 
business and earnings are not fairly constant throughout each year a graph 
indicating these two items will demonstrate some consistent and recurring 
features in the waves showing business activity and flow of capital. If the 
extent of business activity can be measured on the graph it is possible to ascer- 
tain the extent to which long-term fixed interest securities can be issued. 
ig s can safely be estimated at a sum indicated just above the lowest points 

1 the troughs of the waves on the graph. , 

It is an essential feature of capital planning that share capital should 
not be raised unless it is needed and short term requirements should not be 
made the basis of an issue of shares. The basic capital in a company should 
be kept alive and fully employed. Over-capitalization can easily become a 
burden and the ratio between proprietors’ capital and creditors’ capital 
should therefore be estimated carefully. Assuming that a company has 
passed its adolescent stage and has reached the stage when debt funding can 
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be prudently carried out on a long-term fixed interest basis, given favourable 
market rates, new capital can be employed in this form to the benefit of the 
company and to the proprietors possessing the equity. 

It is to be observed that, when a business is operating on the basis of 
decreasing costs, the application of further capital will not necessarily decrease 

costs proportionately to the amount of the increase in capital. There is 
in every industry an optimum size for any unit employed within the compass 
of that industry and over expansion is to be carefully guarded against. The 
creation of debentures (other than those de posite d with a bank as collateral) 
s, in fact, the funding of debt, and interest is payable whether or not profits 
are made. Further, the ordinary shareholders are creating a prior charge 
on the assets as debentures will be secured on the whole or a part of them. 

The type and condition of assets is an important factor in assessing credit 
worth and it is to be remembered that earnings may be dependent as much 
upon intangible as tangible assets. As an example, a factory and machinery 
may be of such a specialized character that on realization the anticipated 
value of the security may fail because of the absence of demand for such 
specialized property. On the other hand, intangible assets such as patents, 
goodwill and management may have a more ready market and be the factors 
enabling a company to weather and tide over a difficult period. Recent 
pronouncements by bankers in this country indicate a welcome awareness of 
this point. In assessing the quality of assets in any undertaking, their physical 
and productive capacities are important and the time within which they 
may become obsolete and the nature of the provision being made to replace 
them must be noted. 

There is no definite rule which determines whether and when shares or 
debentures should be created when planning the capital structure of a company. 
The primary and normal capital referred to earlier should be provided by the 
shareholders and the larger part of the working capital should be obtained 
from the same source. The amount of trade credit will largely depend upon 
the first mentioned factors, and this trade credit is, of course, largely, if not 
wholly, offset by credit which is granted by the company itself. However, 
following upon norma il growth and development, there may come a time when 

assets have increased in value or new assets have ‘bee n acquired with temporary 

borrowings, and it is advisable to fund such indebtedness by the issue of 
debentures. If long-term borrowing is effected at the right time and at a 
low rate of interest considerable saving can be effected. 

The time period is important—the capital market recognizes short, medium 
and long-term borrowings. Short-term may be regarded as indebtedness 
repayable within one year and, therefore, such borrowings should be made on 
a self-liquidating basis and if possible fixed assets should not be charged. 
Medium-term borrowing may be regarded as existing between one and five 
years. This is chiefly used when at the moment the capital market is not 
favourable to the borrower. Long-term accommodation is linked up with a 
charge on fixed assets. Clearly the term of a loan should coincide with the 
life of the asset and proper provision be made for depreciation. There may 
arise a time when the capital market shows a preference for short-term loans 
as rates are low and when it may be better, if a senior issue of debentures 
is contemplated, for the offer to be made at a discount on a long-term basis 
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rather than to pay high interest for the life of the debentures and to issue 
them at par. Features to be borne in mind here are that sometimes it is 
advisable to link up a low rate of interest with some kind of participating 
rights and this applies as much to preference shares as to debentures. 

It is important that the debt structure of a company should be kept as 
flexible as possible and in ideal circumstances all debt instruments should 
contain clauses permitting the company to retire or to reduce its debt as it 
becomes financially able to do so, as it is apparent that if a debtor company 
has ability to repay but no power to do so it is paying more for capital than 
it should. Therefore, the power to repay debentures ahead of maturity date 
is important as far as the company is concerned. It is also a useful provision 
when agreeing the terms of a debenture issue to see that the senior creditor 
does not have the power to interfere if an appeal is made to a subsequent 
creditor. 





Revision of Bank Charges 


(By a Correspondent) 


EFORE the war there was considerable discussion in banking circles 
Breestaing the vexed problems of bank charges. On the outbreak of 

war these problems became still more acute, as the banks were faced 
with increasing overheads resulting from the payment of staff salaries to 
officials on service and expenditure on A.R.P. Later, the great expansion 
in banking resources and the gradual increase in reserves offset to a very 
great extent the rise in costs, and the subject ceased to become of practical 
interest. There is no doubt, however, that the question of placing on a 
firmer foundation the present fluctuating, unsatisfactory, and generally 
unprofitable systems of bank charges is one of the problems that will require 
to be faced in the post-war era, though perhaps after the transition stage. 
It is certainly engaging the attention of the banks’ Post-War Committees. 

In any suggested changes, the reaction of the public must clearly not be 
disregarded. Except for a small minority, however, the public realise that 
the banking system must be adequately remunerated for its manifold and ever- 
widening services to the community, and a very large proportion would agree 
that under the present Scottish and English systems, the banks do not receive 
commensurate payment from the individual depositor, so that one set of 
customers have to subsidize another group. The main difficulty in fixing 
charges so that each customer pays his fair share of the cost of the services 
he receives is the problem of accurate costing in banking. 

In England there is no fixed basis of agreement on charges among the banks. 
[here are three main methods of assessing the charge for keeping accounts : 

1. Lurnover Commission, which applies mainly to the provincial branches. 
Although the banks have no fixed agreement on the basis of such charges— 
this being left to the local manager—the rates vary from under Is. to 2s. 6d. 
per cent., and naturally the large and most powerful customers obtain the 
finest rates. One difficulty in this method is that the turnover of the different 
types of customers is no criterion of the profits of such firms: for example, 
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as between a stockbroker and a local authority or a multiple store. In such 
cases the banks would charge a lower rate to the first type of customer. 

Again, the absence of any logical justification for the basis of the charge has 
led to a continual and successful bargaining by customers to have the basic 


rate reduced. 

2. Commuted Commission is the system generally in operation in London, 
the charge being paid quarterly or half-yearly. The basis is a fixed charge, 
at the discretion of the bank on a r, and where a large balance is maintained 
on which no interest is allowed he may consider that this is sufficient re- 
muneration to the bank. Here, also, the influence of the large customers 
has affected the basis of the charge, although it is the best system for the 
small accounts, 

3. Minimum Free Balance. This system applies both in London and 
the provinces. No interest is allowed on the account, but the number of 
debit and credit transactions is considered in relation to the average free 
balance over, say, a year or half-year. It is obvious that the minimum free 
balance should be a cleared balance. As a rough illustration of the principles, 
it may be stipulated by the bank manager that a minimum free cleared balance 
of {1 should be maintained for every che que collected or paid during, say, a 
year, i.e. if the balance was £100, then 100 cheques could be paid or collected 
during the year without any charge. With the present low interest rates, 
it is very doubtful if this basis is sufficiently high to afford a remunerative 
charge from the banks’ point of view. 

It is evident that the English system is one of compromise, and its greatest 
weakness is the lack of uniformity among the banks. The power of the 
large customers under such a system has already been mentioned, while it is 
quite common for large associations, such as civil servants or teachers, to 
obtain the benefits of “‘ free ’’ accounts for their members. 

In Scotland, on the other hand, there is a system of charges agreed to by 
all the Scottish banks, but, unfortunate ly, from the public point of view it is 
rather in the nature of a jig-saw puzzle. While in England the aim of the 
banks is generally to levy the charge on the person keeping the account 
(i.e. the drawer of the cheque), in Scotland the policy is reversed by making 
the payee responsible for the charges. The amount of a customer’s balance 
is not considered in such assessments, and while in England it is true to say 
that the larger customer obtains the finer rates, in Scotland the advantages 
favour the small account holder—though this does not necessarily mean that 
the large customer pays an amount sufficient to remunerate the bank for the 
work involved. Undoubtedly, the present system of charges in Scotland 
is out-dated and no doubt drastic alterations will eventu< illy be made. The 
principle is obviously absurd of levying the charge on a person cashing or 
lodging a cheque for credit of his account (unless exempt) the sum itself 
being based on a table of charges ranging from 3d. to a maximum, for Scottish 
cheques, of 10s., according to the size of cheque. There is no greater work 
involved in collecting a cheque for {1,000 than a cheque for {1, but the 
former would be charged ros. and the latter 3d. 

There are many such anomalies and exemptions in the table of charges 
(e.g. cheques issued by the Ministry of Food are cashed free, whereas those 
drawn by other government bodies, such as the wool or timber controls, are 
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subject to the usual scale of commissions). It is true that the net is wide- 
spread and seeks to tax every form of banking service, but in some cases the 
mesh is too narrow and in other cases too large. For instance, a limited 
company issuing its dividends will be charged 6d. per cent. on the total divi- 
dends paid in London—although it is difficult to see how the work involved 
in dealing with such cheques. at the branch having the company’s account 
is greater than that of dealing with cheques cashed elsewhere. Sut in 
addition, if the company decides to arrange that its dividends paid under 
mandate to a bank should be distributed by the various banks, as they are 
being continuously recommended to do, the Scottish banks would make a 
charge of 1} for every counterfoil distributed to their branches. In England, on 
the other hand, if a company kept a satisfactory balance, such services would 
probably be carried out free of any specific charge. 

On account of this and other charges of a similarly irritating nature, some 
account holders have, like the proverbial Scotsman, taken the high road to 
London and either opened accounts with an English bank or a London office 
of a Scottish bank. In Scotland, there are numerous neem waned charges 
which are of little value, being generally ignored. Many large customers 
of the Scottish banks keep accounts at seve ral branches of the same bank to 
avoid paying commission on cheques that they pay in for their credit (local 
cheques being exempt) or that their customers (i.e. the payees) may cash 
without charge, provided this is done in the same town as that in which the 
account is kept. There is no doubt that some revolutionary changes are 
required in the method of charges, which do not, except in some few cases, 
remunerate the banks for the work they undertake. 

In Northern Ireland and Eire the system is not yet static, but is a con- 
siderable improvement on those already discussed. The charge is made for 
keeping the account and is based on the number of transactions passing 
through it, either debit or credit entries. An additional advantage from the 
narrow point of view of fixing such charges is that the scale has been agreed 
to by the banks concerned, though agreements of this kind are always open 
to the wider objection of arousing fears of the formation of a “‘ money trust.” 
One minor criticism is that no allowance is made to those customers having 
large credit balances, but it is always open to such customers to earn interest 
by transferring a proportion of their balance to an interest- bearing deposit 
account. 

The scale of charge in Eire as from January I, 1942, is as follows, except 
in cases specially exempted : Up to and including 50 transactions debit and/or 
credit, 10s. 6d. ; over 50 transactions, 10s. 6d. for each 50 transactions or part 
thereof, up to a maximum of {15 15s. in the half-year. The charge is made 
half-yearly by separate entry in the customer’s account. Among the accounts 
which are exempt from the charge are dormant accounts, Government accounts 
and Government departments (e.g. Fisheries) and staff accounts, while 
reduced charge is in operation for charity accounts. As a result of public 
criticism of the increase in the charge (not, be it noted, of the right to charge) 
a tribunal was set up by the Eire Government, and banks were requested to 
submit evidence justifying the increase. This was given, and the tribunal 
upheld the higher scale. It is interesting to note that in the evidence it was 
estimated that the charges proposed represented 3.36d. per debit item, or 
2.52d. per transaction, which is a reasonable scale. 
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International Economic Law 
By Dr. K. Alexandrowicz 


HE former White plan mentioned the adoption of appropriate legislation 
Tos member-countries approaching for the first time an important problem, 

namely, the legal aspect of the future International Monetary Fund. The 
Fund itself, as an international institution founded by different countries 
through their Treasuries or Central banks will be a legal person created on 
the basis of international public law, and will enjoy immunity from judicial 
process. However, most of its activities are transactions which will fall 
under private international law. Buying and selling currencies, lending 
them, keeping the Fund’s account in a member’s currency at the Central 
Bank of the member-country, etc., are all transactions of private international 
law. A convention between member-countries as to this part of the law which 
is necessary for the smooth functioning of the Fund becomes a necessity. 
It will be needed even more in regard to the wide activities of the World 
Reconstruction Bank. It is proposed to describe as “ international economic 
law’ that part of private international law which ought to be unified now. 
Continental law differs to a great extent from the Anglo-Saxon system based 
on common law, particularly on the Old English law merchant, and this may 
cause difficulties. 

Some efforts were made after the last war to bring about conventions 
on private international law. Their purpose was the unification of the internal 
laws of various countries upon as many legal topics as possible.t An im- 
portant example of unification was the Warsaw Convention of 1929, which 
provides that uniform rules shall apply to the international carriage of persons 
or goods by aircraft for reward. The convention has been made binding in 
E ngland by the Carriage by Air Act of 1932. Another example of unification 
of internal laws is the Carriage of Goods by Sea Act, 1924, which adopted 
for England, in common with many other nations, certain rules relating to 
sea transit that were formulated by the International Conference on Maritime 
Law held at Brussels in 1922 and 1923. Again, an intensive unification of 
the law concerning carriage by rail was accomplished by the Berne Con- 
ference of 1924, though this, of course, is effective only on the Continent. 

A more ambitious scheme and one of greater importance to the mercantile 
community was the attempt to unify the law of bills of exchange and cheques 
and also the law of sale. The Geneva Conference of 1930, attended by repre- 
sentatives of 32 countries, resulted in a convention signed by 22 countries 
which formulated the uniform law of bills of exchange. Great Britain 
signed only a convention on stamp duties, but the importance of the unification 
from the British point of view was that the British business man had to 
consider only one Continental system of law instead of many. Little progress 
has been made with the unification of the law of sale, but the Council of the 
League of Nations entrusted before the war to the Institute for the Unification 
of Private Law in Rome the task of indicating lines along which ultimate 
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unity could be obtained. 

The Hague Conference on private law should be mentioned here, and also 
the activity of the former Permanent Court of International Justice. Its 
decisions were not binding upon municipal courts in other disputes, but its 
pronouncements enjoyed great respect, as, for instance, in the case of Serbian 
and Brazihza loans, in which the question arose whether the loans issued 
by the Governments of the debtor countries, and mostly held in France, were 
payable in paper or in gold. 

The proposed International Monetary Fund is an opportunity for making 
a new effort at the unification of private international law in its economic 
section. It is necessary even more as the present International Financial 
Conference in Bretton Woods also dealt with problems connected with the 
foundation of the World Reconstruction Bank. The activities of the latter 
will be subject even to a greater extent than those of the Monetary Fund to 
international economic law. Apart from such transactions as the international 
goer loans, it involves a great new conception of international guarantee 

1 which all the member-countries, as partners of the Bank, share the risk 
in proportions which correspond to their capacity. These guarantees will 
be joint and several up to the limit of any me mber country ’s subscription. 
Altogether, the Bank would be, in Lord Keynes’ words, a mutual pool of credit 
insurance among a group acting “in the spirit of uberrima fides.”” This is 
again a common law: idea, applied to contracts of insurance, which needs 
translation into the language of other legal systems. When the Conference 
considered how the funds of the International Bank should | »e divided between 
reconstruction and development purposes, Lord Keynes’ amendment changed 
the word “ equally’ to “ equitably,” the decision about equity to be made 
by the directors of the Bank. Equity needs explanation for the Continental 
lawyer. It does not exactly mean equity in the traditional sense, and may 
be understood in different senses by the common lawyer and by lawyers 
outside the Anglo-Saxon world, who do not know.the concept at all or know 
it from the point of view of Roman law or later Continental law, as it was 
known to the first English chancellors when they started to correct common 
law by equity. 

Another example illustrating the nece ssity for a unified inte ‘national 
economic law is the common law, or rather equity, conception of “ trust.’ 
Difficulties under this head have already arisen in the course of the activities 
of the Bank for International Settlements in Basle, when Continental lawyers 
had to deal with the institution of trust, to which there is no corresponding 
legal conception in Continental law. Many other examples would support 
the necessity of preparing for the purposes of the forthcoming international 
financial institutions an adequate scheme of common legal arrangements, 
without which the smooth functioning of these institutions is almost im- 
possible. Lawyers both in this country and on the Continent are prepared to 
collaborate with the economists who are now building these institutions. 
And what is most important, American lawyers, who in the pre-war period 
were not interested in the matter, may now change their attitude, for they 

certainly will support a building of which they are themselves co-architects. 
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Post War Financing of Scottish Industry 
By J. M. Erskine, D.L. 


(General Manager of the Commercial Bank of Scotland) 


tackled in such systematic fashion as is the case under the auspices of 

the Scottish Council on Industry. Scotland’s need is clear—the establish- 
ment of diversified lighter industries to balance the heavier industries identified 
with the Western industrial area, which have been at once the strength and 
the weakness of Scotland’s economic set-up. Under the Council, which was 
inspired by the Secretary of State for Scotland, the Rt. Hon. Thomas Johnston, 
and which includes in its membership representatives of all shades of political 
thought, united in this matter on the common ground of the general good of 
Scotland, no opportunity is overlooked of investigating the possibility of 
promoting interest in the development of existing industries and the establish- 
ment of new industries calculated to provide employment in the post-war 
period. However useful this exploratory work may be—and it is generally 
conceded that good work is being done—the Council can only assist in pro- 
viding the conditions in which new industries may be encouraged and have a 
reasonable chance of development. The initiative in the establishment or 
development of new industry must be left to individual enterprise. 

It is at this point that the basic question of finance arises. Any industrial 
enterprise must have economic justification. No approach to the problem 
on the basis of charity, or quasi-charity, has any real chance of success. The 
record of the Scottish joint stock banks in providing for the financial require- 
ments of Scottish industry is one in which they have good reason for satis- 
faction. It would be difficult to visualize a system more elastic and under- 
standing than that already available and fortified by long years of practical 
experience of constantly varying conditions. It is, however, a well-established 
rule in this country that lending by deposit banks should be of a temporary 
and fluctuating character ; and although this rule is applied with the dis- 
cretion and latitude possible in a freely-operated system uncircumscribed by 
statutory regulation, it is none the less a salutory standard and safe guard 
against the difficulties which have from time to time emerged in other countries 
where its importance has not been so clearly appreciate d. 

From what has been said it naturally follows, and with even greater weight, 
that no direct participation by the banks should be taken in the equity of 
industrial businesses on the Continental model, for although it is quite possible 
to conceive the facility with which rapid development of enterprise might be 
achieved by such methods, there are obvious objections which need not here 
be emphasized. In this country, the sole field not fully catered for in any 
systematic way is the “ small man”’ of integrity, ability and training, with 


Nizciie has the problem of the development of Scottish industry been 
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very small capital but with potentialities of developing productive enterprise 
if assisted by the provision of the necessary financial support. 

It appears reasonably clear that if this country is worthily to play its part 
in the development of export markets in the days that lie ahead, and if the 
rehabilitation necessary at home is to be tackled with expedition, no potential 
producer should be denied the opportunity of development on sound lines 
through the lack of adequate finance. Most bankers who have the oppor- 
tunity of viewing at close quarters their customers’ activities, can observe 
the “‘ small man ” operating his factory in many cases in out-of-date premises 
with inadequate machinery but with a considerable reserve of enthusiasm 
and latent possibilities. The normal short-term banking advance would 
not meet the case, for what is required is an extension of fixed assets to be 
provide d by finance to be assured to the venture over a period of years. 

It is true that before there is likely to be much enthusiasm for develop- 
ment along these lines the producer will desire to be assured that the basis 
of taxation will enable him to reap the reasonable fruits of his enterprise and 
labour and permit the accumulation of the reserve necessary for the orderly 
development and continuity of any business; but given in due time such 
assurance there appears to be scope for accelerated development if the necessary 
finance can be made available. The banks have wide experience in the 
assessment of character and knowledge of business conditions over a con- 
siderable area and period of time, and they are in a particularly favourable 
position to co-operate helpfully in this matter, but it would appear to be 
desirable that it be done through some ad hoc agency. 

Scotland in the past has produced not an inconsiderable number of leaders 
in the industrial sphere from humble beginnings. Many in the past have 
found it necessary to go far afield to find the conditions in which their 
potentialities could come to fruition. Plans are being made to ensure that the 
youth of the country will have even greater opportunities for acquiring the 
precise technical training necessary to meet the requirements of a rapidly 
changing world due to research in the scientific field. It seems desirable as 
a natural corollary that, after training, opportunities of practical development 
should be available at home, and nothing within reason be left undone 
towards that end. There is good reason for hoping that progress will be 
seen. At least, there is much evidence of goodwill and active co-operation, 
but in whatever way the problem is tackled it is essential that Scotland 
shall organise a development in the sphere of the lighter industries if she is 
to be able worthily to contribute her part in the prosperity of the British 
Commonwealth of Nations. 


Scottish Banking in 1943-44 
By F. W. Forge 


O far as can be judged from the meagre information available, the Scots 
S banker has been even less troubled during the past year by new problems 
than his English confrére. During the periods covered by the latest 
accounts, there was a larger addition to deposits than in the preceding twelve 
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months, and it is only in the past few weeks that there has been any talk of 
the first signs of a falling off in pay packets. Post-war problems continue to 
occupy all concerned with industry and, therefore, at one remove, the banker. 
In particular, the need for more differentiation in the areas already heavily 
industrialized, for the maintenance of agricultural prosperity and the setting up 
of rural industries, including an extension of tourism. 

For the time being, however, the problem of the banker, in so far as one 
exists, is to find a use for the growing deposits he receives, other than an 
extension of his already swollen holdings of Government securities. Whether 
because of differences in the nature of industry in the two countries or because 
the Scottish banks have been very successful in competing with the English 
banks in London, the fall in advances was only 2.6 per cent. on the year 
compared with 3.9 per cent. for the London clearing banks on the basis of the 
December figures. On a five-year comparison, the figures are Ig per cent. 
for Scotland and 24 per cent. for England. Put another way, whereas the 
Scottish banks had only 32.4 per cent. of their deposits in loans and advances 
five years ago against 42.9 per cent. for the English, the difference is now 
only that between 17.1 per cent. and 18.4 per cent. 

This major discrepancy between the pre-war figures of the two countries is, 
however, the only one which has substantially disappeared, and it remains 
to be seen whether the change is more than temporary. It has for long been 
the practice of the Scottish banks to hold a much larger proportion of deposits 
in longer-dated Government securities than do the English. The Scots banker 
tends to keep more in cash and call money and much less in bills. This is 
especially so since the rather more remunerative commercial bill has been 
displaced almost entirely by Treasury paper. Between the years 1936 and 
1943, while the percentage of clearing bank deposits in bills fell from 11.1 to 
3.3, that for the Scottish banks dropped from 2.6 to 1.6. Actually, there was 
no change in the percentage for the eight banks in the past year, but the 
only bank with a holding exceeding 3 per cent. is the Royal. 

This policy, long observed in connection with Treasury bills, has been 
applied, to a modified extent, to T.D.Rs. The amount of these allotted to 
the Scots banks bears, presumably, a similar proportion to deposits to that 
observed for the clearing banks. But the amount encashed in advance is 
very different. In consequence, the former held in the latest year only 10.2 per 
cent. of deposits in this form against 10.6 a year earlier, while the figures for 
the latter had risen from 24.7 per cent. at end of 1942 to 32.4 per cent. in 
December last and is now 35 per cent. The result is that, despite the heavy 
cash holdings of the Scots banks, the total of the items in Table I represents 
only 41.5 per cent. of deposits, whereas the corresponding clearing bank figure 
is 54.9 per cent. As already indicated, the bulk of the remainder goes into 
longer-dated investments. The relation between the practice in the two 
countries has not altered substantially over the war period. For England the 
proportion has risen from 28.1 to 28.6 per cent.; in Scotland from 56.7 to 
58.9 per cent. 

It appears to be anticipated, at least in some Scots banking circles, that 
the Government may at some period wish to fund its T.D.R. issue, or at least 
a large part of it. The Scots banker is anticipating the process. He would 
only stand to lose in the very improbable event of a deflation of bank deposits 
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by a repayment of short-term debt. Actually, the Scottish banks appear to 
keep less than half as much in call money, Treasury bills and deposit receipts 
as the English, some Ig per cent. against 39.4 per cent. in the 1943 figures, 
but they keep a very heavy amount in cash, over 19 per cent. including 
balances in the other banks and cheques in course of collection. 

The policy -of keeping so high a proportion of available funds in longer- 
dated gilt-edged is, presumably, not without effect on the general level of real 
profit. It cannot be said, however, that the published profits make a parti- 
cularly interesting showing over the war period. They reveal rises against 
1938 in five cases and falls in three. The only substantial change either way 
is the increase in the figure of the Royal Bank which, curiously enough, is, 
within a few hundred pounds, identical with the rise for the whole group. 
Last year brought no further change in dividends, all of which have been 
maintained since the cuts instituted by the Bank of Scotland and the 
Commercial Bank in the first year of the war. There is no reason to suppose 
that the published figures are more representative of real earnings than are 
those of the clearing banks. 

Although the expansion in the Bank of England note circulation has been 
at a lower rate in 1944 than was expected, the rise in Scottish notes has been 
even less rapid. This is a reversal of previous experience. The average of 
1943 was 82.7 per cent. above that of 1939 for the Bank of England and 
115.7 per cent. for Scottish banks. For the year ended August, 1944, the 
English circulation was up virtually 20 per cent., while that of the Scottish 
banks had increased only 13.9 per cent. It is improbable that falling off in 
wage packets was re sponsible. Possibly a heavier proportion of troops sent 
overseas had been training North of the Border. 





TABLE I 
SCOTTISH BANKS—LIABILITIES 


(in £ million) 


Banks Capital and Reserves Deposits Date of 
1938 1941 1942 1943 1938 I94I 1942 1943 Accounts 
a of Scotland 4.7 4.7 4.7 4.7 37.9 50.6 60.8 62.2 29-2-44 
yal S.1 5.6 5.6 8.6 69.9 52.0 59.2 95-3 Q-10-43 
Brite h Linen - ‘ii 3.9 3-9 3.9 3-9 30.5 40.5 44.1 49-5 15-I-44 
Lomn ercial .. os ee 5.6 5.5 5.6 5.5 44-7 64.0 63.1 70.0 31-10-43 
National “oe ne wa 3.6 3.7 5.7 3.7 38.3 50.8 55-7 60.6 I-II-43 
Union ‘ os as 3-4 3-5 65 3.6 33-2 41.0 46.6 51.6 I-4-44 
Clydesdale .. e- 7 3.3 3-4 3-5 3.6 35.6 52.7 53-3 59-1 31-12-43 
North of Scotland . wis 4.9 2.7 2 2.7 29.1 7 35.2 38.8 31-12-43 

6.0 6.2 6.0 325-2 417-3 453-9 493-7 
Banks Notes Acceptances and Drafts Date of 
1938 194! 1942 1943 1938 194! 1942 1943 Accounts 
Bank f Scotland .. ‘ bos 5-9 .4 9.0 4.8 5.4 4.1 4-7 29-2-44 
Royal ‘ én - 3.1 4.0 6.4 7.6 4.8 5.2 “.2 4-2 9-10-43 
British Linen ‘ _ 4.7 “A. 5-7 6.5 2.5 1.8 2.3 3.7 15-I-44 
Commercial .. P we vy 6.1 7.8 8.6 4.1 2.1 :.7 2.8 31-10-43 
National - a “ 2.9 5-3 6.9 8.2 £79 3.9 2.4 4.2 I-II-43 
Union a oa - 2.6 £2 5.5 6.1 t.2 3.0 t<3 2.5 I-4-44 
Clydesdale . ai ee 3.0 4.4 5.6 0.4 5.3 1.8 I.I 0.8 31-12-43 
North of Scotland 2.3 3. 4-1 $.0 _ : 31-12-43 

23-7 38.4 49-4 57.0 20.5 20.1 17.0 19.9 

Tora, Deposits .. £mn. 493.7 Tota, Notes .. £mn. 57.0. 

Increase Over 1942 .. 40.7 I1.2 per cent. Increase over I942 .- 7.6 = 15.4 per cent. 
Increase over 1938 .. 1605.5 51.5 per cent. Increase Over 1938 33-3 = 140.5 percents 


Note.—1938 is taken throughout as being the last norm my year. 
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TABLE II 
ir to SCOTTISH BANKS—LIQUID ASSETS 




















ipts ey a 
pts (in £ million) 
Ires, Cash and Balances 
dine (including Money at 
5 Call and Vouchers Treasury 
in transit) Discounts Deposit Receipts Total 
) 1938 1941 1942 1943 1938 I94I 1942 1943 1941 1942 1943 1938 I941 1942 1943 
Bank of Scot- 
land os 30.0 24.2 139.8 139.5 0.6 0.8 0.6 0.4 5:5 7.5 8.9 80.6 20.4 27:9 26.4 
Royal 6c 29:9 3854 2f.G 29.5 3-55 9.0 2.8 3.2 615 7.0 7.0 46:2 27.0 35:7 96:7 
*British Linen 11.3 11.2 13.5 15.5 * — 0.6 0.6 1.0 3.0 5.0 6.0 11.3 14.8 I9.I 22.5 
Commercial g-8 16.4 17.5 19.4 0.9 O.I O.I 1.010.0 10.0 9.0 10.7 26.5 27.6 29.4 
National «.. 13.6 4.4 1762 126.3 2.0 0.3 0.8 ©.6 3.5 §.§ 6.0 29.6 6.2 23.5 26.2 
Union so 2% OF 23.2 4.7 O88 O60 2:2 88 3.5 <0 8.06 3.4 24.2. 6.4 45-5 
is Clydesdale .. 8.5 15.2 15.0 17.9 0.6 O.1 O.F — $.6 §.0 6.0 9.5 23:3 23.2 29.9 
Pirties North of Scot- 
up. \ land « OS 14.2 83.5 24.7 0.1 O.F O.F — I.0 1.0 1.0 $9 15-3 13-4 15.7 
een 81.2 113.5 130.4 146.5 8.5 5.9 7.3 8.0 40.0 48.0 50.5 89.7 159- 4 185. 7 205.0 
the —— ——- — -_— — — — : —— —— — 
° ° ° ° ° 0 ° o/ 0, ° o/ o/ 0 oO ° 
Ose . Oo /O Oo oO Oo oO oO oO 0 o Oo ° i o o 0 
. % of Deposits 25.0 27.2 28.8 29.7 2.6 1.4 1.6 1.6 9.5 10.6 10.2 27.6 38.2 41.0 41.§ 
are * Discounts included under Advances in 1938. 
een —s| TABLE III 
een } SCOTTISH BANKS—INVESTMENTS AND ADVANCES 
of (in £ million) 
ind Investments Advances Total 
+} . 5 1935 I94I1 1942 1943 1938 1941 1942 10943 1938 I94I 1942 1943 
1 Bank of Scotland.. 25.7 32.4 36.8 40.6 O.7 1 8.4 7.8 98.4 41.5 65.2 48.4 
ish *Royal .. «+ 30.0 36.6 41.2 44.8 40.4. 24.7 25-3 25.2 58.4 61.3 66.5 70.0 
e tBritish Linen .. 21.3 26.5 27.7 30.4 10.5 cP re 7.8 31.8 34.2 35-4 38.2 
in Commercial os 28.9 37:0 43:% $0.5 23.5 10.0 9.6 9.7 42.4 47-9 52-7 60.5 
ont | National .. «os See S83 S824 S67 22.2 9.9 10.7 10.1 30.7 41.0 42.2 45.8 
Union . ++ 20.0 24.2 26.7 31.0 10.5 II.1 9.2 8.6 30.5 35-3 35-9 39.6 
Clydesdale 19.4 27-2 29.3 33-5 3.2 O.4 OS Of 32-5 36.6 38.8 42.6 
— " North of Scotland — 20.5 19.7 22.1 24.0 7.4 6.9 6.5 6.3 27.9 26.6 28.6 30.3 
184.4 235.6 258.4 290.8 5.2 88.8 86.9 84.6 289.6 324-4 345-3 375-4 
¢@ °°. ae = 0 ° ‘a 0 " 0. ° eae ; ° - o/ 
/O oO °o /0 oO oO ° fo . /0 ° 0 /O 
of , Of Deposits .. 56.7 56.4 57.0 58.9 92.4 @1.3 19.2 9.5 89.0 77.7 76.2 76.0 
nts * Excludes shareholdings in Affiliated Banks £3.1 in 1938 and £5.9 in 1942. 
“44 + Discounts included under Advances in 1938. 
$3 
+4 re + , 
-43 } TABLE IV 
SCOTTISH BANKS—EARNINGS AND APPROPRIATIONS 
“43 (£’000) 
13 Reserves and 
*Profit Carry Forward Dividend % 


| 1935 1941 1942 1943 1938 I941 1942 1943 1938 1941 1942 1943 





Bank of Scotland... 384.8 364.6 370.1 380.8 96.8 100.7 106.1 116.8 12 II II II 
if Royal —_ oo 990:0 092.7 577.6 G04.2 347.4. 190.35 295.8 2171:7 t7 17 17 17 
ts British Linen ce 332.7 304.3 332-5 319.5 131.7 104.3 112.§ 119.8 16 16 16 16 
: Commercial -» 471-9 454-5 442-5 477-1 141.9 142.0 130.0 164.6 T16 15 15 15 
4 National .. «+ 346.5 360.3 355-0 359.0 150.5 164.2 159.0 163.0 {16 16 16 16 
7 Union 7 «+ 310.4 304.4 306.2 313.4 94-9 88.4 90.2 97.4 18 18 18 18 
xe Clydesdale 316.9 315-9 325-9 331-7 108.9 107.9 I17.9 123.8 16 16 16 16 
a North of Scotland 242.3 215.1% 228.4 222.5 59-5 32-6 35.8 40.0 16 16 16 16 
{ 
+4 a: 
$3 3,194.3 3,171.8 3,208.2 3,298.5 931.1 870.4 906.6 997.1 
+3 * Includes tax on dividends t ‘‘ A” Shares. tConsolidated stock. 


It is commonly stated that the banks of Scotland are better equipped for 
the task of financing small enterprises than the English have been in recent 
- | decades. This arises from two considerations, of which the second may, in 
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large measure, flow from the first. In the first place, the clientele of most 
Scottish banking offices is sufficiently small in numbers for the branch manager 
—the agent—to know personally virtually all his clients. Secondly, credit 
tends to be granted in most cases far more on the character of the 
borrower and the nature of the use to which it is to be put, and far less on 
collateral, than in England. It is a necessary condition of the successful 
operation of such a system that there should be adequate contact between 
the head office management and the rising bank officer to make wise selection 
possible. This is believed to exist and, with the knowledge that positions of 
real responsibility can still be attained, there seems to be a sufficient supply 
of recruits with the qualities requisite in an agent. A factor which may have 
contributed to the preservation of this almost idyllic state of affairs is the 
high proportion of agents who are called upon to make advances to farmers, 
coupled with the character of Scottish farming which involves too much hard 
work to be attractive to any but the expert and, all too frequently, provides 
too meagre a surplus to enable its practitioners to finance themselves over the 
lean season of the year or the lean years. 

If this is a correct description of the position, it would seem that there is, 
relatively, a larger demand for small business advances in Scotland than in 
England and that the banks there come nearer to satisfying it. This certainly 
does not make it any easier to explain the low proportion of advances, especially 
when it is remembered that the Scottish banks compete in London for business 
of this type. Possibly a part of the explanation lies in a relative scarcity of 
well-to-do individuals and medium-sized firms, but it looks very much as though 
the Scottish banker regarded large holdings of gilt-edged with more equanimity 
than the English. 

The past year has brought more than one important change of management 
personnel in the Scottish banks. First, in point of time, come the changes 
at the Royal. Early in the year Sir William Whyte, general manager, back 
at work after a serious illness, was elected an ordinary director. Shortly 
afterwards it was announced that he had retired from the general managership 
in which position he has been succeeded by Mr. John McArthur Thomson. 
Sir William’s name will always be associated with the great expansion of the 
Royal’s London business, while he played no small part in the acquisition of 
Williams Deacon’s and the West End branch of the Bank of England. He 
held the post of general manager for a decade. Mr. J. M. Thomson was also 
well known at Bishopsgate as manager of the foreign department, whence 
he joined Williams Deacon’s as assistant general manager, to be appointed 
general manager two years later in 1938. Apart from all other qualifications, 
he possesses the advantage of being young enough to see the Royal through 
the next decade at least. 

In February and March, Scottish banking and London financial circles 
suffered two losses through the deaths of Mr. John Thomson, London manager 
of the Union Bank, and of Mr. D. P. Petrie, assistant manager of the Bishops- 
gate branch of the Bank of Scotland. Mr. Thomson was succeeded by Mr. 
Donald Munro, who, after filling with distinction several posts at Cornhill, 
had become manager of the Regent Street branch. In that position he was 
succeeded by Mr. C. J. Duncan, Inspector of Branches. More recently, Mr. 
David Houston, for some years manager of the London office of the Clydesdale 
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Bank, resigned under the provisions of the pensions scheme, to be succeeded 
by his deputy, Mr. J. J. Campbell. 

There have been no changes during the year in the agreed rates charged 
and given in Scotland by the Scottish banks. 


Highland Water Power 


By The Rt. Hon. The Earl of Airlie, 
K.T.,, GC.V.O.,, MC. 


(Chairman of the North of Scotland Hydro-Electric Board) 


HE North of Scotland Hydro-Electric Board has been in existence for 
T: year. It was called into being by the Hydro-Electric Development 

(Scotland) Act, 1943, and this article is an account of the powers and 
duties and objects of the Board and the way in which it is setting about its 
work. The Board is a public authority like the Central Electricity Board or 
the Metropolitan Water Board or the Clyde Navigation Trust, and its general 
powers and duties are :— 

(1) To provide electricity for ordinary consumers in those areas of the 
North of Scotland which are outside the areas of supply of other 
Electricity Supply Undertakings. 

(2) To supply electricity in bulk to existing Electricity Supply Under- 

takings. 

(3) To provide electricity for large power users. 

) To give supplies to the Central Electricity Board, whose Grid lines 
traverse Central Scotland. 

(5) To collaborate as far as its powers and duties permit in the carrying 
out of any measures for the economic development and social improve- 
ment of the North of Scotland District. 

(6) To conduct experiments or trails for the improvement of methods of 
generation, distribution, or the use of electricity in the special condi- 
tions and circumstances in the North of Scotland District. 


The Board have to give priority to the first two classes of consumers. 
Broadly speaking, the North of Scotland District, for the Board’s purposes, 
lies to the north and west of a line connecting Glasgow, Stirling and Dundee. 
Authorized Electricity Supply Undertakers already have rights to supply in 
the larger towns, such as Aberdeen and Inverness, and in most of the rest of 
the area except the sparsely populated parts near the western seaboard and 
in the Islands. In effect, therefore, the Board has to carry out detailed distri- 
bution in those sparsely populated parts, to provide supplies in bulk to existing 
undertakings, such as Aberdeen and the Grampian Electricity Supply Company, 
to make supplies available for industry, and to supply the Central Board’s grid. 

The Board’s procedure, as described by the Act, is, first of all, to prepare 
a Development Scheme which is a general scheme showing, as far as practicable, 
the water-power resources which the Board propose to examine with a view 
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to their possible use for the purpose of generating electricity. After the 
Development Scheme come, on the one hand, Constructional Schemes for 
hydro-electric works and main transmission lines and, on the other hand, 
Distribution Schemes for detailed distribution of current to those consumers 
whom the Board will supply direct. 

The Development Scheme was completed by March, 1944—less than three 
months after the Board had appointed a nucleus of staff and acquired offices 
of its own. It was published in due course, after having been approved by the 
Electricity Commissioners and the Secretary of State for Scotland, and it shows 
that according to preliminary map surveys, the total water-power resources 
of the Highlands probably exceed 6,000 million kilowatt hours of electrical 
power per annum. This is about double the present annual consumption of the 
whole of Scotland, so that an enormous and perpetual national asset is there 
to be harnessed. The figure quoted excludes the powers already developed 
by the British Aluminium Company and the Grampian Electricity Supply 
Company in the Highlands, or the Galloway and Lanarkshire developments in 
South-west Scotland. 

Each hydro-electric project and each main trunk transmission line which 
the Board propose to construct has to be embodied in a Scheme known as a 

“Constructional Scheme ”’ which contains descriptions and plans of works 
to be carried out and land to be acquired. These Constructional Schemes have 
first to be submitted to the Electricity Commissioners ;_ then published for 
a period of forty days, during which objections against them may be lodged, 
and, finally (after any objections have been the subject of an Enquiry, if 
necessary) the Schemes have to lie before both Houses of Parliament for another 
forty days. Thereafter, if they have not been annulled by Parliament, they 
become operative, and it is the Board’s duty to carry them out as soon as 
may be. 

Schemes for the retailed distribution of electricity have to be approved by 
the Electricity Commissioners, confirmed by the Secretary of State and 
published for forty days, after which, provided any objections are settled, 
they also become operative. In this case, they do not have to lie before Parlia- 
ment because the procedure for distributing electricity is very much a standard 
day-to-day business in the country already. 

Before and during the preparation of Constructional Schemes, the Board 
are required to consult with the Amenity Committee and the Fisheries Com- 
mittee, which have been appointed by the Secretary of State to give advice 
and assistance to him and the Board. It is the duty of the Board to have regard 
to the desirability of preserving the beauty of the scenery and any object of 
architectural or historic interest, and to avoid, as far as possible, injury to 
fisheries and to the stock of fish in any waters, and the purpose of the two 
Committees is to advise and assist in these matters as far as they can. 

While the Development Scheme was being prepared, the Board and their 
technical advisers were already at work on Constructional and Distribution 
Schemes. The first of those, comprising the development of water power from 
Loch Sloy in Dumbartonshire, Loch Morar in Inverness-shire, and the Nostie 
Burn near Kyle of Lochalsh in Ross and Cromarty, has already been published. 
The Morar project is designed to serve a distribution scheme in the area of 
Mallaig, Morar, Arisaig, and Loch Ailort. The Lochalsh project is designed 
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to serve Kyle of Lochalsh, Blockton and Dornie, and the surrounding district, 
and the Sloy project will supply peak load to the grid in Central Scotland and 
will enable electricity to be brought to the villages and houses in Northern 
Dumbartonshire. 

The Board’s surveyors have also been at work for some time on other 
projects in Perthshire, Argyllshire, Inverness-shire and Ross and Cromarty, 
and further Constructional Schemes for those areas may be expected in due 
course. Surveys have been made for Distribution Schemes in the Morar and 
Lochalsh areas already mentioned, and also in the Islands of Great Cumbrae, 
Bute, Mull, Luing, Seil, Skye, Orkney and Shetland and the Outer Hebrides, 
the Cowal district of Argyllshire, and in the districts of Gairloch, Aultbea, 
Ullapool and Lochinver. The execution of these Schemes must depend to 
some extent on the progress of the war, but it is hoped that a start on some 
of them may be made in the spring or early summer of 1945 if the necessary 
priorities of labour and materials are available. 

The Board will be willing to cater for industries which may wish to establish 
themselves in their area, and it is hoped that an attractive tariff for electricity 
supplies will be strong inducement to suitable industries. As an “ Authorised 
Undertaker.” the Board will give all applicants for power equal treatment 
on the general basis that the larger the consumption and the higher the load 
factor the lower the unit price will be. The Board have already made a small 
start by undertaking to provide an experimental supply in South Uist to a 
Cefoil factory there which will process the enormous quantities of seaweed 
which are washed up on the shore. 

The Board are authorized, subject to the consent of the Electricity Com- 
missioners and subject to regulations to be made by the Secretary of State for 
Scotland with the approval of the Treasury, to borrow money for the construc- 
tion or acquisition of works, the acquisition of land, and for other purposes in 
connection with their undertaking and they may, for those purposes, create 
and issue stock. The Treasury may guarantee the payment of the interest or 
principal, or both, of any loan proposed to be raised by the Board up to an 
aggregate not exceeding £30,000,000. Such a guarantee would naturally 
enable the Board to finance the production of hydro-electric power at the lowest 
possible cost, a matter which is of importance and advantage to the consumers 
of electricity because interest and sinking-fund charges represent the principal 
cost of production. It is not intended, however, that the Board’s operations 
should be planned to become a burden on the Treasury because in determining 
the prices to be charged for electricity supplied by them, they are required 
to adopt such tariffs as will enable their revenues, so far as can be estimated, 
to balance their expenditure over a period of years to be approved by the 
Electricity Commissioners. 

It can therefore be said that the Board’s activities will lead to the harnessing 
of great natural resources now running to waste; that they will provide 
employment throughout the Highlands both during the constructional period 
and afterwards during the operation of their schemes, and that they will 
contribute very substantially both to the rates of the Highland Counties and 
to the social and economic development of the Highlands as a whole. 
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Scottish Trade and Industry 
By C. J. Shimmins 


N any review of Scottish industries, one normally thinks at once of coal- 
| mining, shipbuilding or engineering as being the most important. It may 

therefore come as a surprise to many that agriculture is now Scotland’s 
greatest industry, employing, according to the last Census, no less than 
176,000 persons. Naturally, the war has given a tremendous impetus to 
increased farm output. As this industry is very closely related to the fortunes 
of Scottish banking, the following table of statistics, recently issued (the first 
to be given since the outbreak of war) will be of interest to bankers as illus- 
trating the radical changes in the industry over the last four years :— 


Per cent. 
Increase (+) 











LIVESTOCK 1939 1943 or Decrease (—) 
in 1943 Over 1939 

Horses... ici wes ius és 141,561 126,764 —I10 
Cattle— 

Cows and heifers in milk .. re 373,704 378,994 + I 

Cows and heifers in calf ve és 135,064 173,529 + 28 

Bulls for service . ae 18,637 19,117 + 3 
Other cattle—2 years and above a 199,753 207,267 + 4 

Do. 1 year and under 2 a i 330,592 312,534 — 5 
Do. undert year... as as 290,293 286,033 — iI 

Total cattle ay ie es -- 1,348,643 1,377,474 + 2 
Dairy cattle - si ied a 740,742 807,964 + 9 
Beef cattle - ‘a - oF 607,901 569,510 — 6 
Sheep— 

Breeding stock—Female_ .. -+ 3,412,329 2,914,314 —I5 

Male wa ea 100,465 95,070 — § 
Other sheep and lambs .. sl -+ 4494,340 3,757,031 — 16 
Total sheep er - ae .. 8,007,134 6,766,415 —I15 
Pigs ns ma x a a 252,264 190,248 — 25 
Poultry .. “s we re «+ 7,710,999 6,177,922 — 20 
Per cent. 
Increase (+) 
CROPPING 1939 1943 or Decrease (—) 
(Acres) (Acres) in 1943 over 1939 

Wheat i a : ne ae 80,071 170,623 + 113 
Barley em si “s ie i 99,597 213,619 + 114 
Oats oe e- oT oe “a 777,°57 1,010,859 + 30 
Rye ea bis ia ‘< rr 1,130 11,049 + 878 
Mixed corn aa iM on aa 1,507 6,757 + 331 
Beans and peas .. an aa i 2,718 11,353 + 318 
Potatoes .. kee a ai ies 1 34,333 236,271 + 76 
Turnips, swedes .. ‘a “a ee 309,394 331,777 + 7 
Mangolds . . a ev ¥ as 5,162 5,614 4 9 
Sugar beet ; i - “s 7,591 13,421 + 77 
Flax Tr ea ae én 93 7,096 +7275 
Other crops and fallow .. “a a 61,368 101, 84 + 66 
Total crops and fallow .. - .. 1,480,081 2,120,659 + 43 
Rotation grass. - vr -+ 1,455,406 1,250,102 — 14 
Total —— jis <n a -- 2,935,487 3,370,701 + I5 
Permanent grass. . a rr s« £8,622,92 1,050,661 — 35 
Total crops and grass .. oe -- 4,558,211 4,427,422 — 3 


It will be observed that the acreage under crops last year was over 2,000,000, 
an increase of 43 per cent. over the last pre-war year, and over 21,000 acres 
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more than the acreage under crops in 1918—an outstanding achievement, 
especially when one considers that there has been a loss of 300,000 acres 
of agricultural land through the demands of H.M. Forces for camps, aero- 
dromes, etc. 

The industry has at all times been liberally supported by the Scottish 
banks, and in pre-war years approximately 10 per cent. of the total advances 
of the Scottish banks were absorbed by this industry. The following statistics 
relating to the advances by the Scottish banks to the industry show, among 
other things, that the decline in advances since the outbreak of war has now 
been reversed :— 

SCOTTISH BANKS’ AGRICULTURAL ADVANCES 


To Live Stock As per cent. of 
May 28 To Farmers Salesmen Total 1938 
£000 £'000 £'000 
1938... “3 <a 7,548 424 7,971 100 
1939 i. és oe 8,215 441 8,656 109 
1940 ee a a 7,340 358 7,698 97 
1941 oe ae “s 6,023 163 6,186 78 
1942 te me sts 5,400 180 5,640 71 
1943 oe oe aie 5,404 123 5,520 69 
1944 ee eo. oe 6,002 127 6,129 77 


Under the Agricultural Credits (Scotland) Act, 1929, long-term loans to 
the industry are also made by the Scottish Agricultural Securities Corporation, 
and their advances have also increased in the last year, from {21,105 at the 
end of 1942 to £34,180 at the end of 1944. Many farmers are selling out to 
obtain the benefit of the prev ailing high prices, and it is believed that the 
increase in accommodation is in part the result of the financing of these 
purchases, and also to meet tax liabilities, while the increased mechanization 
has also led to a demand for temporary loans. 

In coal-mining, as in other industries, the present problem is one of 
increasing output, which continues to fall despite better labour conditions and 
increased mechanization. The following statistics relating to Scotland illustrate 


the present trend :— 


Decrease 
1939 1942 1943 from 1939 
o;/ 
/O0 
Output in tons ih .. 30,528,900 26,188,000 24,783,000 19 
Average weekly labour force ‘ie 88,300 83,650 82,793 6} 


The post-war outlook for the industry depends greatly on the success of 
regaining the export trade. Scientific research during the war has yielded 

valuable results for the production of many and varied by-products of coal. 

In the ivon and steel industry, the post-war outlook is very promising in 
view of the extensive replenishment in industries and the prospective use of 
steel in housing. Efforts are being made to ensure that Scotland will have a 
share in the production of the ‘ Portal’ or ‘ Weir ’ house (the latter, incidentally, 
being apparently the type mostly favoured by the Scottish housewife). 

In ship-building, the cloak of statistical secrecy still covers the output of 
a ship-yards, but when the full story can be told the important part played 
by the industry when our shipping losses were serious will make thrilling 
reading, and also illustrate the versatility of the Scottish engineer. Large 
numbers of invasion barges were made in Scotland, often in little back-yards, 
so unpretentious that those living nearest them had little idea of the valuable 
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work that was going on. In the larger ship-yards, production has been speeded 
up by the manufacture of pre-fabricated ships and the greater use of welding. 
On the adaptability of the latter, opinion in the industry is divided. The feeling 
is that the day of the Clydeside rivetter is by no means ended. 

As in the last war, Scotland’s engineering industry has materially assisted 
in the manufacture of the munitions and engines of war. The number of 
women employed has steadily increased and is believed to amount to around 
one-third of the present labour force. Scotland has always specialized in the 
heavier branches of the industry, which was one of the causes of the severe 
depression and high unemployment statistics in Scotland in the period between 
the wars. Some of the many new factories that have been erected will 
by their nature be permanent but, judging by their peace-time products, such 
factories will mainly employ women. 

The post-war outlook for the jute industry is not too bright, because of the 
probable competition (as in the years immediately before the outbreak of war) 
of the Indian mills. In a memorandum submitted by the Dundee Corporation, 
it is estimated that the post-war employment figure will only amount to 
18,000, as against 27,000 in 1938. 

Boom conditions continue in the fishing industry. In the summer herring 
season, which finished later than usual, the value of the catch was around 
£700,000 for the North-East fishing ports, and this even when the daily landings 
were restricted to prevent over-supply. During the war, four-fifths of the total 
steam drifters and one-third of the motor herring vessels have been requisitioned 
by the Admiralty. In addition, large numbers of trawlers have also been 
required. There does not appear to be any tendency to invest fresh capital in 
the white fish section of the industry in Scotland, but the seine-net section 
is becoming well organized and of increasing importance. Probable trends 
in the herring industry cannot be foreseen clearly until the political situation 
is restored to normal. Between 1913 and 1938 herring consumption in the 
home market fell by about 40 per cent., and that of the foreign market during 
the same period by about 60 per cent. Although consumption in the home 
market has improved as a result of propaganda, the prosperity of the industry 
is in the main dependent on the foreign markets. The Herring Industry Act 
recently passed by Parliament outlines a five years’ plan (which may be 
extended) of financial aid to fishermen to obtain boats and gear. It is believed 
that the day of the drifter has ended, and that a dual-purpose diesel-engined 
boat, suitable for both the herring and white fishing during alternate seasons, 
is one of the essentials in any scheme for placing the industry on a sound 
economic footing. 

Many districts of Scotland are interested in distilling, the resumption of 
which is to be permitted, though only on a small scale. Even so, this industry 
should be a very valuable branch of the export trade after the war. 

Finally, but not of least importance, is the building industry, which offers 
considerable scope for the employment of large numbers of people and should 
also provide an outlet for part of the resources of the Scottish banks. It is 
estimated that Scotland will require to build 500,000 houses in the ten years 
after the war. Meanwhile, the Secretary of State for Scotland hopes that 
50,000 permanent houses will be built in the first two years after the war, in 
addition to large numbers of the steel houses. Such schemes should prov ide 
scope for both public schemes and the enterprise of the private builder. 
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Tusernasional Banking Review 


France 
M EMMANUEL MONICK, acting Secretary-General of the French 





Finance Ministry, has been appointed Governor of the Bank of France. 

® He was for several years before the war Financial Counsellor of the 

French Embassy in London, and in that capacity he had established close 

contact with British banking circles. He took part in the negotiations for 

the various credits raised by France in London before and after the devaluation 

of the franc, and in the discussion that led to the conclusion of the Tripartite 
Currency Agreement of 1936. 

The French Authorities issued an order for the surrender of all privately- 
held gold. This measure is not likely to meet with any substantial response, 
seeing that the black market price of gold is many times higher than its official 
price. This rise has been the result of the assumption that France would 
resort to a large-scale operation to mop up the surplus of the note circulation, 
as it was done in Belgium. To avoid being “ caught” with large amounts 
of notes or bank balances many holders want to buy gold, and the supply is 
most inadequate to meet the demand. 

Germany 


One of the results of the Quebec discussions has been an agreement on 
the invasion currency to be used in Germany. Instead of the yellow scale 
mark and the military pound, as was originally suggested by the United 
States authorities, it has been decided to issue invasion mark notes. The 
exchange rate has been fixed provisionally at 40 marks to the pound and 10 
marks to the dollar. This rate represents a devaluation of approximately 
75 per cent. against the nominal value of the reichsmark, which is about the 
same as the devaluation effected in Italy. 

Swedish and Swiss Credits 

Following upon the granting of dollar credits by American banks to Holland 
and Belgium, credit arrangements have also been concluded by these countries 
in Sweden and Switzerland. Both these neutral countries were in a position 
to grant credits involving the loss of foreign exchange, but they prefer to 
husband their foreign exchange resources and the credits granted are for the 
purpose of financing the export of their own goods. Nevertheless, these 
transactions, together with the American bank credits, constitute a welcome 
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beginning towards the resumption of international banking activity inter- 
rupted by the war. American banks are particularly anxious to resume 
foreign credit and loan operations. 


Italy 


The United States Government announced its decision to credit the Italian 
Government with the dollar equivalent of the American invasion currency 
put into circulation in Italy. No similar arrangement has been put into 
operation in respect of the invasion currency issued by British troops. The 
dollar balances will be used for the acquisition of American goods. 


Appointments and Retirements 


Lloyds Bank—Head Ofice—Chief Inspector’s Department : Mr. H. A. Mould, 
from Executor and Trustee department, Liverpool, to be an inspector. 
Aldwych, W.C.: Mr. E. I. A. Ellis, from West Smithfield, to be manager in 
succession to Mr. G. Carlé. 

Midland Bank —-Sir Clive Latham Baillieu and Mr. Kenneth Huson Preston 
have been appointed to the boards of the bank and the Trustee Co. Sir Clive 
is deputy-chairman of the F.B.I., acting-chairman of Fairey Aviation and 
director of several other companies, including the Dunlop Rubber Co. He 
was Director-General of the British Purchasing Commission in Washington 
and since 1930 has been one of the Australian representatives on the Imperial 
Economic Committee. He was also Government representative in Australia 
on the Imperial Communications Advisory Committee. Mr. Preston is 
chairman of J. Stone & Co., Ltd., managing director of the Stone Platt 
Engineering Co., and a director of Light-Metal Forgings, Ltd. He has 
important business interests in Manchester. 

North of Scotland Bank—Harbour, Buckie: Mr. George Munro, agent, 
to retire. Succeeded by Mr. William Ford, agent at Cullen. Cullen: Mr. 
Ian G. Dunbar, agent at Queen’s Cross, Aberdeen, has been appointed agent. 
Queen’s Cross, Aberdeen: Mr. John Chrystall, accountant’s department, 
Head Office, has been appointed agent. 

The Union Bank of Scotland, Glasgow—Mr. Frank Critchell Paige, 
agent at Irvine and Saltcoats, has retired. Jrvine: Mr. Alexander Hamilton 
Munro, accountant at Helensburgh, has been appointed agent. Saltcoats: Mr. 
James Dougal Morrison, agent at Ardrossan, will in addition undertake the 
duties of agent at Saltcoats. 

Westminster Bank—Mr. A. W. Beamand has been appointed representative 
of the bank in New York, in succession to Mr. C. M. Parker, who will retire 
at the end of the present year, after occupying that post for the past twenty- 
five years. Mr. Beamand was born in 1890, and entered the bank in Iyog. 
After serving as a pilot in the last war, he was transferred to the bank’s Foreign 
Branch in 1919, where he has since held many responsible posts, including 
that of chief arbitragist. During the present war, he has acted as the head of 
the Exchange Control Regulations Department. In addition to his specialised 
knowledge of foreign exchange, Mr. Beamand has extensive general ex- 
perience of both American and English banking, and has the further advantage 
of being already well known to many of the bank’s American correspondents. 
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